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December 2000 
Members of the Fifty-seventh Legislature 


I submit for your consideration a fiscal analysis of the state budget outlook for the 2003 
biennium and Governor Racicot’s Executive Budget. It is our goal that this analysis will provide 
the information and insight necessary for legislators to craft an effective state budget and fiscal 
policy for the 2003 biennium. This four-volume report includes: 


e Volume 1: Statewide Perspectives — This volume provides a summary overview of the 
state fiscal outlook and the executive budget analysis as well as a general reference 
section. 

e Volume 2: Revenue Estimates — This volume provides the revenue estimates and 
underlying economic assumptions included in the revenue estimate resolution (HJR 2), 
and is designed as a working document for the taxation committees. 

e Volumes 3 and 4 — These volumes are designed to serve as working documents for the 
appropriations subcommittees. They provide: 

# the Governor’s agency budget recommendations, and 
# the Legislative Fiscal Division’s detailed descriptions and analysis of the various 
components of the Executive Budget. 


Your staff of the Legislative Fiscal Division look forward to being of service to the legislature 
during the 2001 session. We welcome any opportunity to assist you in obtaining the best 
possible fiscal information to facilitate setting fiscal policy. Staff names, assignments, and 
phone extensions are listed on page xiii. Please feel free to call on us! 


I am deeply indebted to an exceptional staff LFD staff for their thousands of extra hours and 
personal sacrifice in preparing this analysis. Their dedication and professionalism are a credit to 


the Legislature and the citizens of Montana. 


Respectfully submitted, 


c ae eee 
ayton)Schenck 


Legistative Fiscal Analyst 
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HOW TO USE THIS REPORT 


The Legislative Budget Analysis, 2003 Biennium is 
published in four volumes. The report was designed to 
assist the 2001 Legislature in setting fiscal priorities and to 
help legislators reflect those priorities in the 2003 
biennium General Appropriations Act (HB 2). 


VOLUME 1 


Volume 1, which includes a legislative summary, provides 
a “broad brush” overview of the proposed budget. Volume 
1 also summarizes significant fiscal issues that may 
impact more than one agency or that do not fall under the 
jurisdiction of a single appropriation subcommittee. 
Generally, this volume attempts to answer the following 
questions: 


1. What is the current economic profile of Montana? 

2. What is the state’s fiscal condition? 

3. What are the major fiscal challenges facing the 
2001 legislature? 

4, What is the executive proposing for the 2003 


biennium? 

5. What are the significant issues identified by the 
LFD analysis? 

6. What other fiscal issues are important to 
consider? 


The “State Budget Outlook” section on pages 1 through 18 
provides a high level summary of the material presented in 
Legislative Budget Analysis. 


The reference section, at the end of Volume 1, presents a 
range of budget-related material. This section is 
considered especially useful by new legislators and those 
who have not previously had direct involvement in the 
appropriations process. 


An index in the back of Volume 7 is the most 
comprehensive for the purpose of searching for 
information in all four volumes. 


VOLUME 2 


Volume 2 includes a summary and overview of the state’s 
major revenue sources, including the general fund. This 
volume will be provided to the House and Senate Taxation 
committees for use as a working document, and 


Xi 


delineates the economic assumptions used to derive 
revenue estimates adopted by the interim Revenue and 
Taxation Committee and introduced in the revenue 
estimate bill (HJR 2). 


VOLUMES 3 AND 4 


Volumes 3 and 4 offer detailed analyses of individual 
agency budgets, as proposed through the Governor's 
Executive Budget submitted in mid-November. These 
volumes feature program-by-program detail, as well as the 
LFD analysis of each agency budget. Agency 
presentations are grouped in sections corresponding to 
the appropriations subcommittee addressing the agency. 


Volume 3: 
e A-General Government and Transportation 
e B-Health and Human Services 


Volume 4: 
e C-—Natural Resources and Commerce 
e D-Corrections and Public Safety 
e E- Education 
e F-—Long-range Planning 


A specific agency can be located in any of three ways. 
The general index included in each volume provides an 
alphabetical listing of agencies and other topics, in 
conjunction with appropriate volume and page numbers. If 
the subcommittee addressing a given agency is known, 
the cover page of each section lists agencies, in order by 
appearance. Agency names are also visible on page 
headings within sections. 


Volumes 3 and 4 briefly describe the agencies from all 
three branches of state government, as well as each 
program within an agency. The basic structure used for 
the analysis is consistent across agencies. These volumes 
detail an agency’s requests, as well as a list of proposals 
and issues significant to the agency. When appropriate, 
there may be discussion of circumstances that could hold 
budgetary impacts (e.g., proposed executive legislation or 
agency reorganization). These volumes also present 
detailed discussions of present law adjustments, new 
proposals, and significant issues facing the various 
agencies as identified by legislative fiscal analysts. 


Agency budgets are presented in three tiers as required 
by statute: 

1. Base budget: the level of funding authorized by 
the previous legislation; 

2. Present law base: the additional level of funding 
needed under present law to maintain operations 
and services at the level authorized by the 
previous legislature; and 

3. New proposals: requests to provide new non- 
mandated services, to change program services, 
to eliminate existing services, or to change 
sources of funding. 


By making this presentation in this tiered manner, 
legislators can use the “base budget” as the starting point, 
then to follow the incremental increases that result in a 
total budget request for an agency. 


Xil 


Proprietary Rate Setting 


HB 576 (1995) removed the requirement that proprietary - 
or internal service and enterprise — funds be appropriated 
by the legislature. Instead, the legislature approves the 
rates charged for those particular services and products. 
HB 576 also requires the Office of Budget and Program 
Planning to submit a report as part of the Executive 
Budget. This report includes fees and charges, projected 
fund balances, retained earnings, and contributed capital 
for providers. Although the legislature does not 
appropriate funds for the operation of these programs, it 
does approve the rates charged. These reports and the 
LFD analysis of the reports are included in the agency 
presentations in volumes 3 and 4, as appropriate. 
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What is the current 
economic profile of Montana? 


STATE PROFILE 








MONTANA ECONOMIC OUTLOOK 


Montana state government like any other business, is 
influenced by economic and demographic developments. 
For example, Montana’s economic base as well as the 
strength of the U.S. economy determines the level of 
revenues collected from personal and corporate income 
taxes, property taxes, natural resource taxes, and 
investment earnings. Similarly, both economic and 
demographic variables affect state government 
disbursements for education, human services, corrections, 
and other governmental services. 


Montana’s total revenue base is comprised of a number of 
taxes and fees plus numerous federal reimbursements or 
grants. Revenues are further enhanced from the 
investment of trust monies and idle cash pending 
disbursement from the state treasury. Since income tax 
revenue is the state’s largest general fund tax source, 
economic developments or trends in the areas of 
employment and income levels significantly influence 
available revenues to fund governmental services. 
Federal revenue correspondingly is used to fund a number 
of human service, transportation, and educational 
services. In a number of instances, general or state 
special revenue fund dollars are required to provide a 
state match before the federal funds can be disbursed. 


Montana’s total expenditure base is targeted toward 
educational and human service programs, with a 
significant allocation to highway construction. Education 
and human service costs are driven by some of the same 
economic and demographic conditions that influence state 
revenues. If employment levels increase, an increase in 
population or a reduction in unemployment levels is 
usually the result. Along with population increases come 
corresponding increases in educational and human 
service costs. A larger population requires a better 
transportation system not only for the general populace, 
but also for the businesses that expect to expand to meet 
the needs of an ever-growing population. 





The 1990’s were generally good years for Montana’s 
economy. With a few exceptions, Montana experienced 
above average employment and wage levels that 
translated into strong tax revenue growth. This revenue 
growth was further enhanced by the significant increase in 
the equity markets and the resulting growth in capital 
gains income. The future, however, does not look as 
promising as the effects of a national economic slowdown 
begin to take place as reflected by the bearish mood on 
Wall Street. 


For several months, the Federal Reserve has 
incrementally increased interest rates to ensure that the 
national economy does not expand too quickly and to hold — 
inflation in check. Many economists are now suggesting 
that the Federal Reserve may have over-corrected by 
raising interest rates too high. Many of the earnings 
reports issued by major U.S. companies are showing 
slower growth and reduced revenues as the result of a 
sluggish economy. 


These trends indicate a similar slow-down for Montana’s 
economy. Montana’s economy is highly dependent on 
agriculture, tourism, natural resource extraction, and 
mining. All of these industries perpetuate residual 
wholesale/retail trade and service sector jobs. If the basic 
industries are not flourishing, other sectors suffer as well. 
And if Montana’s economy slows, tax revenue growth 
usually follows the trend because of the state’s 
dependence on income tax revenues. 


The irony of an economic slowdown is the inverse effect it 
may have on state expenditures. During a period when 
revenue growth is slowing, governmental service 
demands may actually increase at a faster rate. For 
example, if unemployment increases, this may translate 
into a greater demand for human service benefits and a 
greater need for correctional facilities and services. 
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The revenue estimates as adopted by the Revenue and 
Taxation Committee (RATC) are based on a slowing 
economy at both the national and state levels. This 
general premise is supported by testimony the committee 
received prior to the adoption of the final revenue estimate 
recommendations. The RATC heard from Michael 
Donnelly, Wharton Econometrics Forecasting Associates; 
Dr. Paul Polzin, Bureau of: Business and Economic 
Research; Dr. Myles Watts, Department of Agricultural 
Economics, Montana State University; and Dr. Phil 
Brooks, Department of Labor and Industry. Each of these 
economic experts provided the committee with his outlook 
on various aspects of the state and national economies. 


A major emerging factor that the RATC did not consider is 
the effect energy prices are having on businesses in this 
state. While natural gas and oil prices are at historic 
highs, electricity prices have increased so significantly that 
several state businesses have either reduced their labor 


State Profile 


force or have shut down operations altogether. Some of 
the businesses affected include Montana Resources, 
Jore, Columbia Falls Aluminum, and Pyramid Lumber. 
State revenues could be severely affected if these layoffs 
continue indefinitely and the state and national economies 
continue to slow. 


The economic outlook for the state is very tenuous at this 
time. Employment and wage indicators continue to 
support slow to moderate growth. Some of the effects of 
higher interest rates and energy prices are beginning to 
show, but may not be fully realized until after adjournment 
of the legislative session. If equity markets continue to 
fluctuate like they have during the past year, state 
revenues could be impacted significantly. 
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What is the state’s fiscal condition? 


STATE FISCAL PICTURE 





INTRODUCTION 


The previous section described the economic outlook for 
Montana from the perspective of how economic activity at 
both the state and national level impacts state revenues 
and expenditures. This section describes in more detail 


how those economic conditions determine the state fiscal 
outlook and ultimately the size of the 2003 biennium 
budget. 


GENERAL FUND REVENUE IMPLICATIONS 


Montana’s fiscal outlook for revenue growth is less 
optimistic than in previous biennia. The key economic 
assumptions targeted as most affecting state government 
receipts are Montana total income and employment levels, 
inflation rates, corporate profits, and property values. 
These assumptions are crucial because almost 80 percent 
of general fund revenues come from income tax, property 
tax, and investment earnings. 


Individual income tax. The rate of growth in individual 
income tax revenues is expected to slow in fiscal 2001 
when compared to fiscal 1999 and 2000, and increase 
about 5 percent in fiscal 2002 and 2003. Wage and salary 
income grew by only 4.3 percent in calendar 1999, 
compared with the rapid growth of 5.7 percent in calendar 
1998. Growth in wage and salary income in calendar 
2000 is expected to be 5.6 percent due to increased 
employment in construction, services, and trade. 
However, growth in wage and salary income is expected 
to slow in calendar 2001 through 2003 to slightly above 
4.5 percent per year, as a slowdown in corporate and 
business profits causes a reduction in hiring. 


Growth in capital gain income is also likely to moderate 
during the 2003 biennium. The rising stock market in the 
latter half of the 1990’s provided a boost to state and 
national income tax revenues derived from capital gains. 
The stock market in calendar 2000 has been extremely 
volatile and is lower now than it was in January. The 
outlook by many national forecasting firms for growth in 
the S&P 500 index in the next two years is for a slowly 
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increasing market, with high volatility, where losses and 
gains are equally probable. 


Corporation income tax. Corporate profits are expected 
to range from stable to a moderate increase as the effect 
of an economic slowdown begins to take place. Business 
and corporate executives will be under pressure to 
maintain net incomes. This will result in slower business 
expansion, which should result in reduced hiring. 


Corporate revenues during the 2001 biennium had large 
one-time increases from the sale of Montana Power 
Company's electrical generation assets and _ other 
significant one-time transactions. Currently, all but the 
telecommunications assets of the Montana Power 
Company have been offered for sale with buyers 
announced. These sales may produce another windfall in 
corporate taxes in the future, but the uncertainty regarding 
their level and timing is unknown. 


Property tax. Property tax revenues from real estate will 
be down during the 2003 biennium, after remaining flat 
during the 2001 biennium. Most of this decline is the 
result of property tax cuts enacted by the Fifty-sixth 
Legislature. The tax rate cuts included moderate 
reductions for residential and commercial real estate, 
agricultural land, and timberland, which offset the phase-in 
of the 1997 reappraisal values. In addition, large tax rate 
cuts were enacted for business equipment, electrical 
generation, and telecommunications property. To partially 
offset these property tax revenue declines, the Fifty-sixth 
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Legislature increased tax rates on wholesale sales of 
electrical energy and retail sales of telecommunications 
services. Income from the latter is not being realized at 
the expected amount. 


Tax rate cuts for light vehicles were also enacted by the 
Fifty-sixth Legislature. Tax rates on light vehicles were 
reduced by 30 percent, and the legislature reallocated the 
remaining revenue almost entirely to local governments 
and schools. In November 2000, the populace approved 
an initiative to change the levy on light vehicles from a tax 
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toa registration fee. This initiative further reduced the 
revenue from the taxation of vehicles. 


Investment earnings. Investment earnings will be down 
slightly because cash balances available for investment 
will be stable to declining. Interest rates have probably 
peaked, with a high probability of declining rates in the 
future. This is because the Federal Reserve may have 
increased rates in an attempt to ensure that the national 
economy did not expand too quickly. The Federal 
Reserve may now begin to adjust them downward. 


GENERAL FUND EXPENDITURE IMPLICATIONS 


Montana’s expenditure growth like revenue growth, is 
responsive to economic and demographic conditions. 
While income levels, commodity prices, and interest rates 
significantly influence revenue trends, expenditure trends 
are more susceptible to inflationary pressures, population 
trends, and demographic characteristics. 


GENERAL INFLATION IMPACTS 


Inflation rates, as projected by Wharton Econometrics 
Forecasting Associates (WEFA), are expected to remain 
relatively stable during the 2003 biennium at 2.4 to 2.6 
percent per year. Inflationary increases have an impact 
on governmental operations in a number of ways as 
highlighted below: 


1. As happens to every consumer, the price the 
government pays for goods and services increase 
because of price adjustments. Although state 
government does not purchase the same mix of 
goods that consumers do, the price of the goods they 
do purchase will increase in response to adjustments 
for inflation. Correctional services are a good 
example of a state operation that experiences high 
inflationary impacts relative to food and medical 
service purchases. 


2. Secondly, over 20 percent of general fund 
expenditures are for labor costs. Historically, the 
legislature has attempted to adjust employee 
compensation upward by an amount that recognizes 
the effects inflation has on an employee’s take-home 
pay. The Executive Budget proposes to increase 


employee pay by 4 percent each year of the biennium 
to compensate for these inflationary impacts. 


3. Finally, over 60 percent of general fund expenditures 
are for educational support costs and direct human 
service benefits. For both types of these services, 
inflationary increases can be substantial. Educational 
costs are directly tied to an increase in employee 
compensation, while human service benefits are 
heavily influenced by the cost of medical services. 


POPULATION AND DEMOGRAPHIC 
IMPACTS 


Montana’s population in 1990 was 799,065 and increased 
to 882,779 by 1999. This is an overall increase of 10.4 
percent or an annual average growth of 1.1 percent per 
year. Total population growth trends in recent years have 
abated from this historical level and are expected to grow 
at only 0.8 percent per year throughout the next biennium. 
Even with a slower growth rate, the state population 
should exceed 900,000 during the 2003 biennium. 


Even with slower growth in total population, the demand 
for state services continues to increase. Depending on 
the demographics (age, income, etc.) of the population 
base, the demand for government services will emerge in 
the form of increased school enrollments, caseloads, or 
government employees’ workload. Demographics play a 
significant role in determining the cost of governmental 
services. 
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Figure 1 is a representation of the changes in Montana 
population by major age groups. The chart shows that the 
age group that includes school age children peaked in the 
mid-1990’s and has decreased slightly since then. In the 
last few years, this trend has been reflected in the cost for 
public school support. 


At the other end of the spectrum is the “60 years and over” 
cohort which shows a steady gain of 12.0 percent over the 
10 year period. This is not very different from the total 
population increase (10.4 percent) for the same period. 


The most significant trend shown in Figure 1 is the growth 
rate (44.9 percent) observed in the “40 to 59” age group. 
This group includes the much-discussed “baby-boomers” 
and is the largest age group displayed. Over the next 20 
years, these individuals may place increased pressure on 
federal and state social programs and consequently on 
younger generations. It is also important to consider the 
impact this demographic change may have on Montana’s 
workforce and upon the availability of the workers 
businesses will need to fill jobs. 


Finally, Montana is a large state with a sparse population. 
One implication of this characteristic relates to how its 
citizens access government. Some state programs, 
because of the nature of their services, must maintain a 


























Figure 1 
Montana Age Trends by Age Group 
(Source: U.S. Census Bureau) 
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presence in numerous communities in order to ensure 
adequate access. Others have used _ information 
technology to provide citizens with access to services. 
Providing adequate access to government will require 
more local services or the expansion of information 
technology capabilities, both of which are costly. 


SUMMARY 


In summary, revenue growth is expected to be slow to 
moderate during the 2003 biennium. This rate of growth is 
not expected to be nearly as strong as observed during 
the late 1990’s. This premise is based on slower growth 
in income tax revenues with a property tax base that is 
increasing but still below the fiscal 2000 level. Investment 
earnings are expected to decline. 


The cost of governmental services will continue to 
increase even with a moderate rate of inflation and a slow 
growth rate in total population. Since employee 
compensation has not kept pace with inflation, there will 
be continued pressure to increase employee pay. 
Conversely, school enrollments are declining, yet costs to 
support public schools continue to increase. This is 
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because of the efforts of past legislatures to increase state 
support for schools and provide relief to local taxpayers. 
Human services costs will continue to escalate because of 
greater caseload demands and higher medical costs. 


Overall, the budget picture is in a satisfactory state when 
viewed from a perspective of funding existing services. 
This means that there are sufficient revenues to fund 
present law services and still leave an adequate ending 
fund balance, or reserve. The legislature however, will be 
faced with significant challenges to balance the budget 
without creating structural imbalance as it attempts to 
address the issues of economic development, educational 
funding, tax reform, and rising human services costs. 
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What are the major fiscal 
challenges facing the 2001 legislature? 


MAJOR FISCAL CHALLENGES 


The 2001 legislature faces a budget outlook that is not as 
positive as it has been in recent biennia. The 2003 
biennium budget has sufficient present law revenues to 
adequately support present law expenditures, but it lacks 
the necessary funding for other considerations such as the 
pay plan and a long list of Executive Budget new 
proposals. The prospect of reductions to the present law 
base in order to fund new proposals is very possible if tax 
increases are not considered an option. The expectation 
of slower growth in the economy adds further reservation 
to the view that the 2003 biennium budget outlook is 
positive. 


The incoming legislature faces many challenges. 
Following is a summary of key challenges and 
uncertainties that must be considered in formulating the 
2003 biennium spending plan and addressing related 
fiscal issues. 


e Economic uncertainties will make budget 
planning and development difficult. Nagging 
concerns about the national/world economy, and 
federal budget reforms leave policymakers 
uneasy about revenue estimates, program 
funding levels, and increases in demand for 
governmental services. 


e Utility costs have increased so significantly that 
several large state businesses have either 
reduced their labor force or have shut down 
operations. The legislature may wish to consider 


how the state could respond to this in light of a 


goal to retain jobs or further economic 
development. 


e Adequacy of the ending fund balance reserve 
for the general fund requires an evaluation by the 
legislature, particularly in view of economic 
uncertainties and the potential for future 
spending in the form of supplemental budget 
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requests. The legislature needs to ensure that an 
adequate “safety net” Is in place. 


Controlled budget growth (structural balance) 
will continue to be a concern as the 2003 
biennium unfolds, Governor Racicot’s present 
law budget request shows a 6.9 percent increase 
in general fund obligations. When new proposals 
are figured in, the requested general fund 
increase is 10.2 percent. The legislature will 
need to give careful consideration to any 
budgetary actions in order to avoid over- 
committing available resources. This is 
particularly true in light of the fact that ongoing 
revenues are projected to be substantially lower 
than the proposed expenditure growth. 


Tax Reform proposals are common during any 
legislative session. In a tight budget session, 
such proposals add to the uncertainty 
surrounding the budget. One major tax reform bill 
comes from the interim Revenue and Taxation 
Committee, which formed a subcommittee to 
investigate ways in which the current income tax 
system might be modified in order to remove the 
perception that Montana has one of the highest 
marginal tax rates. The proposal would reduce 
the number of income tax brackets to four and 
the highest marginal tax rate would be 6.6 
percent. The proposal would eliminate the 
deductibility of federal taxes paid. 


Correctional system population continues to 
grow. Underestimating the growth could result in 
a budget-breaking supplemental request, and 
overestimating could skew the prioritization 
process, taking funding away from other program 
areas. 


Local government funding has experienced 
uncertainty resulting from property tax 
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reductions. While most of these reductions have 
been reimbursed by the state, continued 
reimbursement will be a priority for local 
governments. The 1999 legislature recognized 
this problem and authorized an interim Local 
Government Funding and Structure Committee, 
which will propose legislation to eliminate local 
government reimbursements and _ create 
permanent local government entitlements. 


Funding for schools is an ongoing concern. In 
recent years, public schools have been faced 
with declining K-12 enrollments and declining 
budget authority without equal reductions in 
costs. Governor Racicot and Governor-Elect 
Martz have both indicated that public school 
funding is a top priority. 


Economic development will be a high priority 
for the new administration as the state attempts 
to address its economic climate and why 
Montana continues to rank close to the bottom in 
per capita income. 


Higher federal-aid highway construction 
funds will continue to be received to support 
highways infrastructure. Providing state match 
funds at this higher level, where annual 
expenditures exceed revenues, will be difficult 
over the long term. The Fifty-seventh Legislature 
may want to address this issue and develop a 
long-term solution to the structural balance of this 
account. 


Health care cost inflation continues to be a 
major contributor to greater than average growth 
in health and human services budgets such as 
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Medicaid, state employee health insurance plans, 
institutions, and university system units. This 
could drain the general fund budget, as it did in 
the early 1990s, Medicaid costs show signs of 
acceleration. 


Supplemental emergency appropriations for 
the next biennium are not budgeted for by the 
legislature and not accounted for in the ending 
fund balance. Yet the state experiences some 
supplemental appropriations each biennium, 
particularly for fire suppression. The legislature 
will need to consider future supplemental 
appropriations when determining an appropriate 
ending fund balance. 


Pending litigation with potential impacts 
include: 1) the Crow Tribe Reserved Water 
Rights Compact and Coal Severance Tax 
Settlement, which was ratified by the legislature 
in the 1999 Special Session, is still being 
discussed by the state and the tribe; and 2) a 
challenge against the constitutionality of the 1.5- 
mill levy for the support of the state’s vocational- 
technical education program. 


Higher education has been funded to a greater 
and greater degree in recent biennia with 
increased tuition charges, as general fund 
becomes a smaller share of total funding. The 
legislature will need to consider issues relative to 
appropriate funding levels for higher education. 
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EXECUTIVE BUDGET HIGHLIGHTS 


INTRODUCTION 


As outlined in the preceding sections, a relatively tight 
state budget picture faces the Fifty seventh Legislature, as 
slow to moderate revenue growth leaves only enough to 
continue present law services. This section highlights 
Governor Racicot’s response to the state fiscal outlook 
and priorities the Governor applied in building the state 
budget for the 2003 biennium. 


The Governor proposes a balanced general fund 2003 
biennium budget with a $43.7 million ending fund balance. 
It provides for a 10.2 percent increase in general fund 


expenditures and a 16.3 percent increase in all funds. It is 
funded with increased current revenues and new revenue 
from an increase in cigarette and tobacco taxes. 


Governor Racicot’s revenue proposals are discussed in 
more detail in the “Executive Revenue and Tax Policy 
Proposals” section on page 37. His expenditure 
proposals are summarized in the “Executive Expenditure 
Proposals” section on page 43. The following summarizes 
the key features of the executive budget within the major 
categories of revenues and expenditures. 


HIGHLIGHTS OF REVENUE PROPOSALS 


The Executive Budget is based on estimated revenues in 
excess of those adopted by the Revenue and Taxation 
Committee on November 17, 2000. The executive 
included $25 million more than the Revenue and Taxation 
Committee for telecommunications excise tax revenues 
and a difference in all other categories of a negative $1.8 


million. This places the executive general fund revenue 
estimates $23.2 million below the $3.586 billion adopted 
by the committee for a three year period. For a complete 
discussion of revenue estimates, see “General Fund 
Revenue Estimates” on page 22 of this report and Volume 
2 — Revenue Estimates of the LFD Budget Analysis. 


TAX REFORM PROPOSALS 


The Executive has proposed four initiatives that will alter 
taxation rates or otherwise impact the revenue in the 
general fund and other state funds. They are: 


Cigarette and Tobacco Tax Increase. The executive 
proposes to increase the state tax on cigarettes from 18 to 
56 cents per pack, and increase the tax on tobacco from 
12.5 percent to 45 percent of retail value. The distribution 
of cigarette tax revenue is also changed and the revenue 
increase to the general fund is $47 million during the 2003 
biennium. 
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Cultural Heritage Loans. This proposal provides 
heritage tourism loans from a trust controlled by the Board 
of Investments for construction and maintenance of sites 
of historical significance. The debt service on the loans is 
financed by an increase in the lodging facility use tax from 
4 percent to 5 percent. The cost to the general fund for 
the 203 biennium is $2.7 million. 


Eliminate the Termination Provision for the Qualified 
Endowment Credit. The executive proposes to make the 
qualified endowment credit against income and corporate 
tax liability permanent by eliminating the current sunset 
date of December 31, 2001. The amount of the credit 


- would also be reduced from 50 percent of the qualified gift 


Legislative Fiscal Division 


State Budget Outlook 


amount to 25 percent. The revenue loss to the general 
fund is expected to be $5.2 million in fiscal 2003. 


Micro-Business Loans. The executive proposes to 
appropriate $2.5 million from the coal tax permanent trust 
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to the Department of Commerce for additional loan 
authority for the micro-business finance program. The 
cost to the general fund for the 2003 biennium is $0.4 
million. 


HIGHLIGHTS OF EXPENDITURE PROPOSALS 


The executive is recommending a 2003 biennium budget 
that includes an additional $234.0 million from the general 
fund, a 10.2 percent increase. Total requested increases 
amount to $891.2 million, a 16.3 percent spending 
increase. The executive proposal for general fund and 
total spending increases is supported by existing sources 
of revenue, in combination with revenues from proposed 
‘tax increases on cigarettes and tobacco products. The 
increased spending includes __ significant new 
proposals/initiatives that account for nearly $365 million of 
the budget for the 2003 biennium. Federal funds provide 
for over 70 percent of the total funds increase. Over 51 
percent of the general fund budget goes to education (K- 
12 and higher education), 21 percent to human services, 
and nearly 9 percent to corrections. 


The highlights of the proposed budget are: 


Human Services. Human services costs would increase 
$410.5 million, or 25.6 percent (including almost $150 
million in accounting changes). 
increase $70.6 million, or 15.3 percent. Major general 
fund increases are for increased Medicaid costs and the 
annualization of provider rate increases, a new provider 
rate increase, increased child protective services staffing 
and services, and enhancements to and/or annualization 
of cost increases in several other programs, including 
mental health, disabilities services, and the Children’s 
Health Insurance Program. 


Education. K-12 education general fund costs would 
increase $18.7 million, or 1.9 percent, and $50.8 million in 
total funds, or 4.5 percent. Declining enrollments cause 
BASE aid expenditures to decline by $2.8 million. The 
executive proposes a special education adjustment and 
increases the BASE aid schedules by 3 percent in fiscal 
2003 at a cost of $14.4 million. 
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Higher Education. The executive would increase general 
fund for higher education by $28.4 million (11.3 percent), 
and total funds by $31.1 million (10.9 percent). The 
general fund includes replacement of revenue lost by a 6 
mill-levy reduction amounting to $5.8 million and an 
accounting change to total funds, which adds $14.5 million 
in federal funds. Neither of these adjustments adds 
funding. Enrollment growth is expected to be low in the 
2003 biennium. The executive proposes enhanced 
student assistance, replacement of the 6 mill-levy revenue 
reduction, and increased state funding equivalent to $100 
per student in fiscal 2002 and an additional $100 per 
student in fiscal 2003. 


Corrections. Governor Racicot proposes adding general 
fund of $31.6 million, or 17.6 percent. Increases of $19.9 
million are provided for increasing populations. Costs 
relative to additional staff and pay exceptions add $9.4 
million. 


Long-Range Building Program (LRBP). The LRBP 
request is for $163.7 million total funds. Of this amount, 
$81.3 million is for bonded projects, which include: $40.7 
million for construction of a new building for the 
Department of Public Health and Human Services, and 
$82.4 million for the cash projects, including $4.3 million 
from the Long-Range Building Program Account. The 
Executive Budget also includes a proposal for $3.0 million 
in additional spending on cash projects, provided that an 
increase to the cigarette tax is approved. 


Local Government Reimbursements. The Governor 
provides full funding for local government reimbursements 
as a result of the passage of SB 184 by the 1999 
legislature. Appropriations in the 2001 biennium were 
$70.6 million. The Governor proposes $109.9 million 
general fund in the 2003 biennium, or an additional $39.3 
million. 
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Executive Pay Plan. The executive is proposing a $72.0 
million ($30.1 million general fund) pay plan for state 
employees in the 2003 biennium. 


FTE Increase. The number of state employees would 
increase by 541 FTE, or over 5 percent, primarily in 
corrections, human services, and transportation. 


. Governor’s Economic Development Program. The 
economic development plan in the Executive Budget is, 


Executive Budget Highlights 


for the most part, a continuation of initiatives approved by 
the legislature in the May 2000 Special Session. 


Federal Funds. Federal funds increase by $576.1 million, 
or 27.6 percent, primarily in human services, low-income 
housing, and highways construction and maintenance. 
Federal funds also include over $160 million in accounting 
changes recommended by the Legislative Audit Division. 


OTHER FEATURES OF THE EXECUTIVE BUDGET 


Supplemental Appropriations - Fiscal 2001. The 
executive's preliminary supplemental recommendation 
totals $66.6 million, of which $38.8 million is general fund. 


Vacancy Savings. The executive applies a 3 percent 
vacancy savings rate to all personal services except 
insurance contributions. Vacancy savings reductions total 
$28.6 million over the 2003 biennium, of which about 
$12.0 million is from the general fund. 


Fixed Costs. In each agency budget, fixed costs refers to 
costs for services from several programs within state 
government that provide services to other functions of 
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state government, for which they charge a fee. Fixed costs 
increase by over $17 million in the 2003 biennium. 


Inflation/Deflation. Inflation is applied to only selected 
expenditure categories. Underestimating others does not 
maintain the same level of buying power for state 
agencies as fiscal 2000 and, therefore, statutory present 
law is not maintained. 


Other Fund Issues. Under the Executive Budget, 
expenditures for the highway special revenue account will 
exceed revenues and some accounts that receive revenue 
distributions from the resource indemnity account will be 
over appropriated. 
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Identified by the LFD analysis? 
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INTRODUCTION 


The preceding chapters discussed the state economic 
outlook, the state budget fiscal picture, and the major 
fiscal challenges faced by the 57" legislature within the 
context of the economic and state budget outlook. Also 
presented were highlights of the Racicot Administration 
budget proposal. The following is a discussion of the 
significant issues identified by the LFD during its in-depth 
analysis of the Racicot budget and the implications of the 
proposal as a response to the current economic and fiscal 


outlook. The purpose of this section is to alert the 
legislature to the fiscal issues they will encounter, and not 
to evaluate the merits of the policy issues proposed by the 
executive. While the issues raised here are not exclusively 
related to the Racicot budget, other fiscal issues are 
primarily addressed in the next section of this report. For 
a detailed analysis of each agency’s budget, refer to 
Volumes 3 and 4. 


OVER-ARCHING ISSUES 


Because economic uncertainty or slowdown can lead to a 
growth in demand for governmental services and cause a 
reduction in revenues, it requires a judicious examination 
of current and projected costs, as well as heightened 
awareness of the importance of structural balance. 


The following highlights three primary issues about 
Governor Racicot’s proposed budget: 


1. Government increases in size across a broad 
spectrum of services. The increases are primarily in 
education, corrections, and health services, which 
consume over 90 percent of the general fund HB 2 
budget. General fund increases by over 10 percent. 
This increase funds on-going programs, including 
over 540 new FTE. 


2. Costs of several new initiatives proposed by the 


Governor are phased-in over the next two biennia, 
meaning on-going costs in the 2005 
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biennium will exceed the proposed expenditures in 
the 2003 biennium. Among the phased-in initiatives 
are the state employee pay plan, provider rate 
increases, debt service, and increases in state 
support for both K-12 and higher education 
enrollments. 


3. Proposed expenditures are growing faster than 
anticipated revenues, and this budget relies on one- 
time revenues and a tax increase to fund on-going 
expenditures. 


Given the signs of economic slowdown, the primary issue 
for legislative consideration is: Can this budget level be 
sustained in future biennia? 
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LFD Budget Issues 


SPECIFIC ISSUES 


In terms of the fiscal challenges identified earlier, and 
within the context of the above overview, the following 
discussion looks at the various components of the 
Executive Budget and potential issues they and other non- 
executive proposals may raise. Since the general fund is 
the main focus of the state operating budget, the 
discussion below relates to general fund issues unless 
otherwise stated. 


e Economic uncertainty was addressed earlier as 
a major challenge of the 2001 session, especially 
as it relates to controlling budget growth so that 
the budget can be sustained in a_ slower 
economy. The double-digit growth of the Racicot 
budget does not fit well in an environment of 
revenue uncertainties and the state economy. 


e Adequacy of ending fund balance is in 
question. The Racicot budget is balanced and 
leaves a proposed ending fund balance of $43.6 
million at the end of the 2003 biennium. This 
represents only 1.7 percent of the proposed 
biennium budget of $2.5 billion. | Experts 
recommend and most states maintain an ending 
fund reserve of at least 2.5 percent, which would 
amount to $60 million. This is particularly critical 
in the current climate of economic uncertainty, 
and also since Montana does not have a “rainy 
day” fund as the majority of other states do in 
addition to an adequate reserve. It should be 
noted that the supplemental requests and the 
emergency appropriations at the level of that 
requested by the Racicot budget for fiscal 2001 
would deplete the recommended $43.6 million 
balance in its entirety. (Page 93). 


e Controlled budget growth will be a concern ina 
period of economic uncertainty, and as 
previously discussed, the Racicot budget shows 
a biennial 6.9 percent increase in general fund 
for present law funding. When new proposals 
are included, the requested general fund 
increase is 10.2 percent. There is significant 
growth in all major expenditure areas of the 
Executive Budget, including K-12 education 
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($18.7 million), higher education ($28.4 million), 
health and human services ($70.6 million), and 
corrections ($31.6 million). In addition, the 
budget calls for a substantial increase in local 
government reimbursement ($39.3 million), and a 
statewide growth of 541 FTE. Not all of these 
FTE would be supported by the general fund. 
These will cost more in future biennia, likely 
exceeding the rate of growth of revenues, 
creating an issue of structural balance, which is 
discussed further below. 


e Structural Balance refers to the matching of 
ongoing expenditures of government with 
ongoing revenues. For the 2003 biennium, the 
proposed Executive Budget would result in a 
structural imbalance. The imbalance could be as 
high as $100 million. The budget is balanced 
with a tax increase, use of one-time revenues, 
and use of ending fund balance, resulting in the 
structural imbalance. 


For the longer term, lack of structural balance is a more 
ominous threat since there are significant new initiatives 
with a delayed start in the 2003 biennium that would 
require full funding in the 2005 biennium and beyond. 
While a delayed start means lower costs in the budgeted 
biennium, it compounds cost expansion in future biennia, 
and leads to long-term structural imbalance. The state 
employee pay plan, the fiscal 2003 K-12 BASE aid 
increases, and provider rate increases are examples of 
delayed implementation proposals that will contribute to 
structural imbalance in future biennia. The pay plan, for 
example, will cost $20 million more in the 2005 biennium 
than it will cost in the 2003 biennium. 


The structural imbalance in the budget proposal leaves 
future legislatures faced with the task of rebalancing the 
ongoing expenditures with ongoing revenues, particularly 
in a period of slower economic growth. (Page 75) 


e Tax Policy measures are not a significant part of 
the Racicot budget plan. The only major tax 
issue included in the balanced budget proposal is 
for the cigarette and tobacco tax increase to 
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generate over $47 million in general fund 
revenues in order to balance the budget. Three 
relatively minor revenue and tax measures are 
included in the proposal. Another proposal, for 
implementation of a tourism sales tax, is offered 
by the executive but is not part of the balanced 
budget submission. (Page 37) 


Corrections system population continues to~ 


grow, and the Racicot proposal requests an 18 
percent general fund increase. This is the third 
consecutive biennium of double-digit growth in 
this area. While prior biennia focused on 
infrastructure to provide enough beds, the issue 
in this budget is primarily funding for costs of a 
growing prison population. The LFD analysis 
cites many areas where the present law request 
appears to be in excess of what is needed to 
continue present service levels. In addition, the 
cost increase exceeds the rate of projected 
growth in population. 


Local government reimbursement for lost 
revenue due to tax policy changes would grow by 
nearly $40 million in the Racicot proposal, which 
provides for full reimbursement (as directed in 
statute). Again, the issue of sustainability of 
budget growth of this level in future biennia 
needs to be carefully considered during the 2001 
session. The 1999 legislature authorized an 
interim local government funding and structure 
committee, which will propose legislation to 
eliminate local government reimbursements and 
create permanent local government entitlements. 


Funding for schools is an ongoing concern, and 
is addressed in the Racicot proposal with a 3 
percent BASE aid increase in fiscal 2003. The 
delayed implementation of this proposal for the 
current biennium holds the cost of the increase to 
$19 million, (when combined with enrollment 
declines), but the cost in the next biennium to 
fund the increase for two years will be double. 


Economic development has been a major 
priority of the Racicot administration, and is 
Governor-elect Martz’s stated number one 
priority. The Racicot budget continues the $16 
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million biennial package approved in the May 
2000 special session. 


Federal-aid highway construction funds would 
grow. The executive budget includes increased 
state funding from the highways special revenue 
account to provide sufficient match for an 
expanded federal aid construction program. The 
level of funding leaves the highway fund at a 
precariously low level at the end of the 2003 
biennium, a result of a chronic imbalance, where 
expenditures always exceed annual revenues. 
There may be insufficient funds or cash flow in 
the 2003 biennium to take full advantage of 
federal match funds. The budget proposal does 
not address the longer term shortfall in the fund, 
which will require action by the next legislature if 
not addressed in this session. (Page 100) 


Health care cost growth of over 15 percent is 
reflected in the Racicot proposal, as a result of 
increased caseload, expanded services, and 
health cost inflation acceleration (reminiscent of 
the 1980’s and early 1990's). Cost containment 
is addressed to some degree in the proposal for 
mental health services, but is not a significant 
part of the overall health care budget proposal. 
The potential for cost acceleration for health 
services will demand close attention by 
lawmakers. 


Energy costs have increased significantly, and 
the increase provided in the Racicot budget in 
the form of inflation factors is significantly less 
than estimates for energy cost increases into the 
next biennium. Agencies with significant energy 
use may face significant funding shortfalls if 
energy costs increase as predicted. 


Supplemental appropriations in the Racicot 
budget for fiscal 2001 are nearly $40 million, and 
may increase. While the high number is due in 
part to a severe fire season, supplementals have 
averaged almost $30 million per biennium (since 
the 1987 biennium), and have never been 
included in ending fund balance projections for 
the next biennium. With a $43 million projected 
ending fund balance in the Racicot budget, 
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supplementals alone could nearly deplete a 
safety net of that level. The legislature should 
take in to consideration potential supplemental 
appropriations when determining an appropriate 
ending fund balance. 


e Higher education receives an 11 percent 
increase, which includes an adjustment for the 6- 
mill levy revenues lost due to the impacts of tax 
relief. Again, the increase is partially delayed 
until the second year of the biennium, resulting in 
higher costs to sustain that level in the next 
biennium. While this is a substantial increase, 
there is still the larger debate as to what the total 
state funded share of higher education should 
be. 
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What other fiscal issues 
are important to consider? 


OTHER FISCAL ISSUES 


_ The Legislative Fiscal Division analysis also includes. 


several fiscal issues not directly related to the Executive 
Budget, but that will potentially have an impact on the 
budget passed by the legislature and/or the budget 
process. These fiscal issues are varied and sometimes 
complex. It is important that the legislature be aware of 
them in its deliberations. The following briefly describes 
each issue. These are described in more detail later in this 
volume under the title, “Other Fiscal Issues to Consider.” 
Page references are provided for each issue. 


Tax Policy Initiatives - Non-Executive. 
Legislation is proposed as a result of studies 
performed during the recent interim by three 
committees: 1) the Revenue and Taxation 
Committee (RATC); 2) the Local Government 
Structure and Funding Committee; and 3) the 
District Court Funding and Structure Committee. 
The RATC recommends legislation to simplify the 
state income tax and the other two committees 
recommend several pieces of legislation that 
addresses, as the committee names imply, 
issues of structure and funding for these 
respective areas of government. (Page 84) 


Tobacco Settlement Funds. As a settling party 
in law suits against tobacco companies, Montana 
began to receive this revenue in fiscal 2000, and 
will continue to receive it through 2017. In fiscal 
2000, the $34.8 million in revenue received was 
deposited to the general fund. For fiscal 2001, 
$26.1 million is estimated. For the 2003 
biennium, $63.5 million is estimated. Passage of 
Constitutional Initiative 35 in November 2000 
means that at least 40 percent of the settlement 
money must go into a permanent trust with the 
remainder going to the general fund. (Page 87) 


Sale of Electrical Generation/Distribution 
Assets. The Montana Power divestiture is still in 
progress and is expected to be completed in the 
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first half of 2001. The announced total sales to 
date are $1.788 billion, but related federal and 
state corporation capital gains tax liabilities have 
not been announced. This provides some 
uncertainty concerning potential revenues that 
will result from these sales. (Page 88) 


Mental Health Services: Interim Study. The 
Legislative Finance Committee: 1) recommended 
six pieces of legislation; 2) requested that the 
Health and Human Services Joint Appropriations 
Subcommittee consider several issues related to 
public mental health services expenditures and 
budgets; and 3) requested that the Legislative 
Audit Committee undertake a performance audit 
of DPHHS internal management processes to 
ensure compliance with federal criteria in the 
administration of Medicaid funded programs. 
(Page 89) 


Earmarked Revenues/Statutory Appropriations: 
Interim Study. Each biennium, the Legislative 
Finance Committee reviews dedicated revenue 
provisions and statutory appropriations. From the 
recent interim review, the committee 
recommends the de-earmarking of two revenue 
sources, the elimination of one statutory 
appropriation, and the addition of two statutory 
appropriations. (Page 92) 


Fund Balance Adequacy/Reserves. Ensuring 
that there are sufficient revenues to fund state 
programs is the legislature’s role. However, it is 
not enough to balance the budget as the 
expenditures and especially revenues can be 
affected by changes in the economy or natural 
events. The legislature’s challenge is to ensure 
that there is an adequate fund balance reserve to 
protect the state spending plan from the 
unexpected. (Page 93) 
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HB 64: 15 Percent Budget Reduction Options. 
The executive has submitted its 15 percent base 
budget reduction plans as part of the Executive 
Budget submission. These are intended to be 
used as a information resource by the 
appropriation subcommittees in _ their 
consideration of agency budgets. (Page 94) 


Unified Computer Budget. The Executive 
Budget for the 2003 biennium is the first to 
include a “unified computer budget” as specified 
in HB 2 in the 1999 session. Actual fiscal 2000 
information technology (IT) expenditures were 
$77.9 million, or 10.1 percent of HB 2 operating 
expenditures. The total HB 2 request for 
information technology for the 2003 biennium is 
$171.6 million. A select committee of the joint 
appropriations committee will review the unified 
computer budget, focusing on the IT rates and 
the most significant of the IT proposals. (Page 
95) 


Information Technology (IT) Governance. An 
interim study by the Legislative Finance 
Committee concluded that the legislature should 
create a Department of Information Technology 
that would focus on strategic planning, reviewing 
agency IT plans, developing IT policy, and 
evaluating IT budget requests. (Page 99) 
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Other Fiscal Issues 
Highway Speciai Revenue Account. The 2001 
legislature is faced with a declining working 
capital balance in the highways state special 
revenue account. The account is projected to 
end fiscal 2002 with a negative working capital 
balance of $2.4 million. Projections indicate that 
expenditures will exceed revenues by $10.1 
million in the 2003 biennium, with the imbalance 
continuing in future biennia. (Page 100) 


Resource Indemnity Trust. During fiscal 2002, 
the Resource Indemnity Trust (RIT) is expected 
to exceed the $100 million threshold “guaranteed 
by the state against loss or diversion.” This will 
result in a redistribution of money that would 
otherwise have gone into the trust. In addition, of 
seven accounts that have historically received 
portions of Resource Indemnity and Ground 
Water Assessment Tax allocations or Resource 
Indemnity Trust interest earnings, four are 
projected to have negative balances by the end 
of the 2003 biennium. The legislature may wish 
to either consider the distributions of RIT funding 
streams to balance the revenue sources of the 
programs these funds are intended to support, or 
reduce appropriations from those funds. (Page 
100) 
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GENERAL FUND ANALYSIS 





Introduction 


The state general fund is the primary account 
that funds a significant portion of the general Figure 1 

operations of state government and is often Total General Fund Revenue Fiscal 2000 
referred to as the state's checking account, Where Does The Money Come From By Revenue Category 


This account has grown from slightly less than All Other Revenue 

$700 million in fiscal 1990 to over $1.1 billion Lice | Has ace es 
in fiscal 2000, or approximately 4.6 percent Insurance Tax 44.4% 
annually. Figure 1 shows where the money in ei ars 


this account comes from by major revenue 


category, while Figure 2 shows how the Property Tax & 

money is expended by major expenditure Pe 

category. The information shown in both Le | . 

figures represents actual data for fiscal 2000. Natural Resource Rat vectnen Corporation 


Taxes Earnings Income Tax 
2.0% 8.6% 7.8% 





In fiscal 2000, almost 70 percent of total 
general fund revenues came from income and 
property taxes. Total revenues to the account for the 2003 
biennium are estimated to exceed $2.4 billion, which is an 
increase of $51.5 million, or 2.2 percent from the 2001 
biennium. Interestingly, about 35 percent of the general 


fund revenue is expended for personal services and 
operating costs with most of the remainder disbursed for 
local assistance, human service benefits, and grants. 


This indicates that the cost of government is 

Figure 2 weighted heavily towards local assistance 

Total General Fund Fiscal 2000 (local government entities) and direct human 

Where Does The Money Go By Expenditure Category service _ benefits. Total general fund 

Operating Teen Acer disbursements represent approximately 43 

Expenses i percent of all state expenditures in the 

general, state special, federal special, and 

selected proprietary fund types. Balancing 

general fund appropriations against 

anticipated revenues is a major challenge of 

| each legislative session and requires a 

Personal Services — ianificant dina Eat the taxation 
99 79% All Other \_ Benefits significant coordination between the 

0.2% ali Sonica wins and appropriation committees. Based on 

1.1% revenue estimates adopted by the Revenue 

and Taxation Committee (RATC) on 
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GENERAL FUND OUTLOOK 


November 17, 2000, there are sufficient revenues to 
support the executive present law budget 
recommendations, leaving a ending fund balance of $64.4 
million. 


This projected balance does not include any potential 
additional revenue from the Montana Power Company 
asset sales, nor any anticipated revenue from the “Foreign 
Capital Depository Tax”. There are insufficient revenues to 
accommodate all of the executive new proposals including 
the executive’s recommended ending fund reserve of 
$43.6 million. If the total Executive Budget were funded 
as requested, the ending balance in the general fund 
would be $4.1 million. One of the reasons for this reduced 
balance is that the executive did not have the final 
revenue estimate recommendations of the RATC prior to 
the release of their budget. The Executive Budget was 
based on higher revenue estimates developed by the 
executive’s staff. The result is that the balanced budget 
as submitted by the executive does not balance when 
using RATC general fund revenue estimates. 


GENERAL FUND ANALYSIS 


This section of the budget analysis provides a summary of 
the general fund account as projected through the 2003 
biennium. It begins with a reconciliation of the current 
(2001 biennium) projected fund balance in order to arrive 
at the beginning balance for the 2003 biennium. 


This section is followed by a summary of the 2003 
biennium revenue estimates as adopted by RATC, 
including a graphic view of the significant revenue 
components. Additionally, a summary of the projected 
present law general fund balance using RATC revenue 
estimates is shown. A projected general fund balance is 
also shown when the executive new proposals are 
included. 


Finally, the differences between the executive proposed 
fund balance and the balance using RATC revenue 
estimates and LFD statutory disbursement and reversion 
computations are explained. 


2001 BIENNIUM GENERAL FUND OUTLOOK 


After completion of the May 2000 special legislative 
session, the reserved ending general fund balance for the 
2001 biennium was projected to be $94.8 million (Figure 
3). This balance was based on: 1) revised revenue 
estimates adopted in HJR 1; 2) LFD statutory 
appropriation and reversion estimates; 3) all general fund 
appropriations authorized by the legislature; and 4) the 
inclusion of voter approved ballot initiatives. The special 
session legislature anticipated there would be $14.9 
million supplemental appropriations requested during the 


2001 biennium. 
LFD nu oe ee 
t0}=m appropriations of $38.8 million in their written 

documentation of the Executive Budget. In 


their detailed balance sheet, however, the supplemental 


The executive is requesting supplemental 


amount shown is $34.8 million. A follow-up conversation 
with the executive indicates that the correct amount 
should be the higher amount of $38.8 million, which would 
reduce their projected ending fund balance by $4.0 million. 
(See page 58 for more detail) 
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Since release of the Executive Budget, there 
ts0f-@ have been indications from four agencies that 
additional supplemental appropriations will be 

requested from the 2001 legislature. The Department of 
Corrections, Department of Environmental Quality, and 
Commissioner of Higher Education have indicated a need 
for supplemental funding that collectively could be $5.5 to 
$7.0 million. The Department of Public Health and Human 
Services may also need to increase their current 
supplemental request. None of these requests have been 
incorporated into the projected fund balance. 
















As Figure 3 shows, the revised reserved general fund 
balance at the end of the 2001 biennium is projected to be 
$85.3 million. This revised projection is based on: 1) 
revenue estimates adopted by RATC on November 17, 
2000; 2) LFD statutory appropriation and reversion 


estimates; and 3) supplemental appropriation 
recommendations by the executive. This projected 
balance equals 3.6 percent of anticipated revenues for the 
2001 biennium and is $9.5 million below the balance 
anticipated in the May 2000 special session. 
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The decrease in the projected general 
fund balance is due to several factors 
that have transpired since the 
adjournment of the May special session. 
Total general fund revenues (revenues 
plus fund balance) are expected to be 
$62.1 million more than anticipated, 
while disbursements are expected to be 
- $63.6 million more ‘than authorized by 
the special session. Fund balance 
adjustments that increased the fund 
balance are expected to be $8.0 million 
less than anticipated. 


Figure 3 also shows a local government 
reserve of $37.0 million for the 2001 
biennium. This reserve was established 
in HB 4 by the special session 
legislature. The purpose of the reserve 
was to specify the intent of the 
legislature to fully fund local government 
revenue losses incurred by the passage 
of several tax relief measures during the 
56" Legislature. When this reserve is 
included, the revised unreserved ending 
fund balance is $48.3 million. 


The improved revenue condition ($62.1 
million) can be attributed to the factors shown in Figure 4. 
As shown in Figure 4, most of the revenue adjustments 
were due to new data becoming available that was not 
available during the May special legislative session. For 
example, individual income tax returns for calendar year 
1999 became available on November 1. Prior to this time, 
revenue estimates were developed using calendar 1998 
tax return information. 


The primary reasons for the increased disbursements 
($63.6 million) are: 1) Federal reimbursable wildfire costs 
of $41.6 million; 2) and increased supplemental 
appropriations of $23.9 million (see page 58 for more 
details). As Figure 3 shows, the combined impact of 
higher revenues, greater disbursements, and a negative 
fund balance adjustment is a net decrease in the projected 
fund balance of $9.5 million for the 2001 biennium. 
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Adjustments 


Beginning Fund Balance 
Revenues 
Current Law Revenue 
Residual Transfers 


Total Funds Available 
Disbursements 
General Appropriations 
Statutory Appropriations 

Local Assistance Appropriations 

Miscellaneous Appropriations 
Non-Budgeted Transfers 
Continuing Appropriations 
Supplemental Appropriations 
FEMA Wildfire Costs 

Feed Bill Appropriations 
Anticipated Reversions 


Total Disbursements 


Reserved Ending Fund Balance 
Local Government Reserve 


Unreserved Ending Fund Balance 
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Figure 3 


Comparison of 2001 Biennium General Fund Balance 
LFD Special Session Fiscal Report vs. LFD Budget Analysis 


In Millions 


Revised Difference 
2001 Biennium 2001 Biennium 


Special Session 
2001 Biennium 


$109.673 $109.673 


2,286.279 
1.840 


2,348.972 
1.289 


62.693 
(0.551) 


$2,397.792 $2,459.934 $62.142 
2,110.278 
92.661 
70.584 
17.708 
2.350 
1.694 
14.900 


2,107.999 
91.188 
70.584 
17.788 

5.577 
1.487 
38.760 
41.600 
6.700 
(6.197) 


(2.279) 
(1.473) 


0.080 
3.227 
(0.207) 
23.860 
41.600 
0.835 


(2.062) 


$63.581 


5.865 
(3.135) 


$2,312.905 $2,376.486 


9.931 1.885 (8.046) 
$94.818 


37.000 


$85.333 
37.000 


($9.485) 


$57.818 $48,333 ($9.485) 





Figure 4 
Significant Revenue Adjustments 


Special Session vs. Budget Analysis 
In Millions 


2001 Biennium 


Revenue Component Adjustment Explanation 
$14.8 More Current Data 
12.4 More Current Data 


New Coal Lease 


Individual Income Tax 
Property Tax 

Common School Interest and Income 6.2 
Insurance Tax and License Fees 4.9 Stronger Growth 
Foreign Capital Depository Tax (7.1) |New Information 
Wildfire Reimbursements 41.6 Summer Wildfires 
Tobacco Initiative (10.1) | Voter Approved 
All Other Revenue Sources (0.6) More Current Data 


$62.1 


Total 
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GENERAL FUND ANALYSIS 


GENERAL FUND REVENUE ESTIMATES 


On November 17, 2000, the Revenue and Taxation 
Committee (RATC) met to adopt economic assumptions 
relevant to the development of revenue estimates for fiscal 
2001, 2002, and 2003. These assumptions were used by 
the LFD to produce the general fund revenue estimates 
shown in Figure 5 and also in the preceding table (Figure 
3) to project the 2001 biennium ending balance in the 
general fund. Adjusted actual fiscal 2000 collections are 
shown, along with projections for fiscal 2001 through 
2003. Included in the projections are the revenue impacts 
of the ballot initiatives approved by the voters on 
November 7". Receipts for fiscal 2000 were adjusted for 


Percent 
of Total 


44.37% 
16.69% 
7.79% 
3.81% 
3.38% 
3.37% 
1.65% 
1.76% 
2.99% 
0.55% 
1.19% 
1.38% 
1.64% 
0.98% 
1.01% 
0.97% 
0.82% 
0.62% 
0.73% 
0.46% 
0.50% 
0.51% 
0.52% 
0.00% 
0.41% 
0.23% 
0.35% 
0.19% 
0.16% 
0.17% 
0.20% 
0.18% 
0.09% 
0.03% 
0.30% 
0.01% 


Source of Revenue 


$516.262 
194.197 
90.683 
44.296 
39.334 
39.195 
19.243 
20.488 
34.804 
6.366 
13.851 
16.088 
19.039 
11.363 
11.716 
11.345 
9.502 
felive 
8.464 
5,390 
5.841 
5.900 
6.055 
0.000 
4.829 
2.703 
4.028 
2.162 
1.895 
2.017 
2.333 
2.101 
1,017 
0.370 
3.491 
0.101 


Individual Income Tax 

Property Tax 

Corporation Income Tax 
Common School Interest and Inc: 
Insurance Tax & License Fees 
Coal Trust Interest 

US Mineral Royalty 

All Other Revenue 

Tobacco Settlement 

io Telecommunications Excise Tax 
11 Video Gambling Tax 

12 Treasury Cash Account Interest 
13 Estate Tax 

14 Oil & Natural Gas Production Tax 
15 Motor Vehicle Fee 

16 Public Institution Reimbursement 
17 Coal Severance Tax 

18 Liquor Excise & License Tax 

19 Cigarette Tax 

20 Investment License Fee 

21 Lottery Profits 

22 Liquor Profits 

23 Nursing Facilities Fee 

24 Foreign Capital Depository Tax 
25 Electrical Energy Tax 

26 Metalliferous Mines Tax 

27 Highway Patrol Fines 

28 Public Contractors Tax 

29 Wholesale Energy Tax 

30 Tobacco Tax 

31 Driver's License Fee 

32 Railroad Car Tax 

33 Wine Tax 

34 Beer Tax 

35 Telephone License Tax 

3s Long Range Bond Excess 


oN anna w Pp = 


o 


Total General Fund 
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accounting errors made by state agencies under the first 
year of the new accounting system. Total general fund 
adjustments were a reduction of $18.0 million. 


It should be noted that the RATC discussed the three 
issues shown in Figure 6. By their formal actions, the 
committee did not include any of these potential revenues 
in the revenue estimate for the 2003 biennium. These 
issues were discussed, but the committee did not believe 
they had sufficient information to include them in the 2003 
biennium revenue estimates. 


Figure 5 

House Joint Resolution 2 
General Fund Revenue Estimates 
In Millions 


$541 .382 
175.065 
71.126 
47,924 
40.810 
39.117 
21.807 
50.782 
15.677 
16.833 
13.828 
17.703 
19.691 
14.188 
12.954 
11.141 
8.918 
7.534 
8.222 
6.081 
6.197 
5.659 
5.500 
0.000 
4.562 
4.063 
4.096 
3.526 
3.500 
2.137 
2.165 
1.665 
1.059 
0.386 
0.000 
0.000 





22. 


Adj. Actual} Estimated } Estimated | Estimated | Estimated | Estimated | Cumulative 
Fiscal 2000] Fiscal 2001} Fiscal 2002] Fiscal 2003}Fiscal 00-01}Fiscal 02-03] % of Total 


48.57% 
63.26% 
69.46% 
73.05% 
76.66% 
79,92% 
81.89% 
83.95% 
85.54% 
86.99% 
88.20% 
89.40% 
90.53% 
91.55% 
92.54% 
93.43% 
94.19% 
94.87% 
95.53% 
96.10% 
96.63% 
97.14% 
97.60% 
97.60% 
97.99% 
98.38% 
98.73% 
99.05% 
99.35% 
99.55% 
99.73% 
99.87% 
99.97% 
100.00% 
100.00% 
100.00% 


$569.469} $596.526) $1,057.644) $1,165.995 
173.754 178,828 369.262 352.582 
73.653 75.144 161.809 148.797 
* 42.621 43.600 92.220 86.221 
42.656 44.030 80.144 86.686 
39.133 39.043 78.312 78.176 
26.756 20.474 41.050 47.230 
30.062 19.462 71.270 49.524 
18.925 19.147 50.481 38.072 
17.234 17.692 23.199 34.926 
13.796 15.107 27.679 28.903 
14.696 14.127 33.791 28.823 
17.118 10.097 38.730 2TeeNo 
12.407 11.985 29.5511 24.392 
date 12.004 24.670 23.776 
10.583 10.968 22.486 Zio 
9.073 9.058 18.420 18.131 
7.925 8.383 14.706 16.308 
8.057 7.889 16.686 15.946 
6,580 7.119 11.471 13.699 
6.281 6.372 12.038 12.653 
5.977 6.267 11.559 12.244 
5.547 5.575 11.588 11.122 
0.000 0.000 0.000 0.000 
4.644 4.664 9.391 9.308 
4.706 4.553 6.766 9.259 
4.166 4.237 8.124 8.403 
3.812 3.999 5.688 7.811 
3.568 3.614 5.395 7.182 
2.265 2.400 4.154 4.665 
2.178 2.194 4.498 4.372 
1.688 1.718 3.766 3.406 
1,107 1.156 2.076 2.263 
0.403 0.421 0.756 0.824 
0.000 0.000 3.491 0.000 


100.00% 
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Figure 6 
Significant Revenue Issues 


Action By Revenue and Taxation Committee 
In Millions 


Potential 


Revenue Impact 


~ Revenue Issue RATC Action 2001,2002,2003 
Did Not Include 
Did Not Include 


Did Not Include 


Unknown 
$12.750 
25.000 


Montana Power Company Asset Sales 
Foreign Capital Depository Tax 
Telecommunications Excise Tax Compliance 





In accordance with 5-18-107, MCA, the RATC estimates 
“constitute the legislature’s current revenue estimates until 
amended or until final adoption of the estimates by both 
houses.” 


Figure 7 
General Fund Revenue 
By Major Component 2003 Biennium 


@ All Other Revenue 
16.7% 


Insurance Tax 
3.6% 


@ Property Tax & Non 
Levy 
14.7% 


O Natural Resource 
Taxes 
2.2% 


£ WIndividual Income Tax 


O Investment Eamings 
8.0% 


® Corporation Income 
Tax 
6.2% 


2001 Biennium 2003 Biennium 

Estimate Estimate 
Major Category Millions Millions 
$1,057.644 
161.809 
204.323 
50.737 
369.262 
80.144 
425.053 


$1,165.995 
148.797 
193.220 
51.782 
352.582 
86.686 
401.403 


Individual Income Tax 
Corporation Income Tax 
Investment Eamings 
Natural Resource Taxes 
Property Tax & Non Levy 
Insurance Tax 

All Other Revenue 
$2,348.972 


Total General Fund $2,400.465 
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A complete “profile” of each general fund revenue source 
is provided in a separate published document “Volume 2, 
Revenue Estimates”. Each “profile” provides information 
on the particular source of revenue including a description, 
applicable tax or fee rates, distribution mechanisms, 
historical collection patterns, and all relevant assumptions 
for the forecast period. 


Figure 7 shows the revenue contribution to the general 
fund by the most significant revenue components. During 
the 2003 biennium, almost 70 percent of total general fund 
revenue will come from income and property taxes while 
about 8 percent will be generated from investment 
earnings. Natural resource taxes are estimated to 
produce slightly more than 2 percent of total general fund 
revenue during the 2003 biennium. 


The information shown in Figure 
7 illustrates the — significant 
dependence the state has on 
income and property taxes to 
fund local assistance and general 
government operations. In 
addition, the table below Figure 7 
shows the general fund will 
receive an estimated $193.2 
million in the 2003 biennium from 
investment earnings. 


Although these revenues are due 
to the investment by the state of 
taxpayer dollars, these monies 
can be viewed as_ taxpayer 
savings or relief. Without these 
revenues, the state would either 
have to cut services, increase 
other revenues, or a combination 
of both. To replace this revenue 
component would require the 
equivalent of an annual income 
tax surtax of approximately 16.6 
percent. 


48.6% 


Percent 
Change 


10.24% 
8.04% 
5.43% 

2.06% 
452% 

8.16% 
5.56% 


2.19% 


A 
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2003 BIENNIUM GENERAL FUND OUTLOOK 


Figure 8 shows the projected available pre-reserve 
present law general fund balance for the 2003 biennium. 
Amounts shown include the revenue estimates as adopted 
by RATC on November 17, 2000, and the cost of 
operating state government based on present_law 
requirements. These disbursement amounts are those 
contained in the Executive Budget and are also included 
in a number of subsequent tables. The present law 
amounts shown for both anticipated revenues and 


expenditures do not include any new_proposals or 
initiatives recommended by the executive. Figure 8 also 
shows the executive recommendations for local 
assistance appropriations of $54.9 million per year or 
$109.8 million for the 2003 biennium. This amount 
represents the total amount required to fully fund local 
governments for the revenue losses incurred by the 
passage of several tax relief measures during the 56" 
Legislature. 


Figure 8 


2003 Biennium General Fund Balance 
Present Law Only 


Beginning Fund Balance 
Revenues 
Current Law Revenue 


Total Funds Available 
Disbursements 
General Appropriations 
Human Services 
Corrections 
Higher Education 
Public Schools 
Other Government 
Statutory Appropriations 
Local Assistance Appropriations 
Miscellaneous Appropriations 
Language Appropriations 
Non-Budgeted Transfers 
Feed Bill Appropriations 
Anticipated Reversions 


Total Disbursements 
Unreserved Ending Fund Balance 


Structural Deficit (Revenues - Disbursements) 


In Millions 





Estimated 
2003 Biennium 


Estimated 
Fiscal 2003 


Estimated 
Fiscal 2002 
$85.333 


$72.845 $85.333 


1,192.612 1,207.853 2,400.465 


$1,277.945 $1,280.698 $2,485.798 


508.343 
211.054 
267.457 
975.555 
239,084 
90.000 
109.868 
7.330 
2.000 
9.700 
7.028 
(6.027 


20tit 2 
102.595 
133.435 
490.339 
119.974 
45.597 
54.934 
3.665 
1.000 
4.850 


256.631 
108.459 
134.022 
485.216 
119.110 
44.403 
54.934 
3.665 
1.000 
4.850 
7.028 


3.001 3.026) 


$1,205.100 $1,216.292 $2,421.392 


$72.845 $64.406 $64.406 


($12.488) 


($8.439) ($20.927) 
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Present law is defined in statute as “that level 
Txjam Of funding needed under present law to 
maintain operations and services at the level 

authorized by the previous legislature.” The concept of 
present law versus new proposals allows the legislature to 
examine requested adjustments from a perspective of a 
“necessary” change to a “desired” change. This 
distinction assists the legislature in formulating a budget 
‘that focuses on existing services before any new initiatives 
Or programs are considered. The executive has included 
requests for increases in funding as present law 
adjustments that do not meet the criteria for that 
categorization. For example, the executive has requested 
full funding for local government reimbursements due to 
tax relief measures enacted by the 56" Legislature. Chief 
Legal Counsel for Legislative Services Division has issued 
a written opinion that defines present law for local 
government reimbursements as the sum of the 
reimbursement appropriations contained in SB 184 of the 
56" Legislature. This definition means the Executive 
Budget is overstating the general fund present law budget 
by at least $37 million, and that this amount should have 
been included in the budget as a new proposal. As a 
consequence, the legislature may believe this higher level 
of funding is necessary when in actuality they have 
options available when determining the appropriate level 
of funding. These options could be invaluable when the 
legislature has to balance limited resources against 
competing priorities for general fund dollars. 


Although the executive is requesting 
fSa0)=@ supplemental appropriations of $38.8 million 

for fiscal 2001, their fund balance statement 
for the 2003 biennium does not include any anticipated 


































supplemental or emergency appropriations. Supplemental 
appropriations have never been less than $11.5 million for 
the last 7 biennia and have never been included in the 
balanced budget plan. 





As Figure 8 shows, the 2003 biennium ending general 
fund balance is projected to be $64.4 million before any 
new proposals or initiatives are considered. Although this 
balance indicates the state could maintain the existing 
level of services without a tax increase, it should be noted 
that this projected balance includes $20.6 million in one- 
time revenue. If the $20.6 million is removed, and the 
executive’s ending fund reserve ($43.6 million) is applied, 
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the excess available balance would be only $0.2 million. 
In other words, there are no funds available for any new 
on-going expenditure proposals/initiatives and/or tax 
proposals. However, the $20.6 million in one-time 
revenue would be available to fund one-time fiscal 
initiatives and not for on-going governmental costs. 


The general appropriations act as drafted by 
txa0jsam the executive does not contain any 
™ designation of one-time only appropriations. 
Since the revenue estimates as adopted by the RATC 
includes $20.6 million in one-time revenue, the Executive 
Budget is funding on-going costs with one-time revenue. 
This creates a task of reprioritization for the 2003 
Legislature because the one-time revenue used for on- 
going costs this biennium will not be available in future 
biennia. 


Figure 8 shows the structural deficit created 
txa0)saam by the present law budget proposed by the 

executive. A structural deficit occurs when 

annual revenues (excluding the previous year’s fund 
balance) do not keep pace with annual disbursements. 
The executive's present law budget exceeds present law 
revenues by $20.9 million during the 2003 biennium, 
without adjusting for the $20.6 million in one-time 





revenues. Utilizing a portion of the fund balance that was 
produced during the previous biennium creates this 
structural deficit. If this budget is adopted as proposed, 
the 2003 legislature will be faced with the difficult task of 


rebalancing on-going revenues with on-going 
expenditures. On-going present law revenues and 
expenditures should be matched, with any excess fund 
balances used for one-time initiatives or proposals. 


Figure 9 shows the allocation of general fund dollars to 
functional areas. As the chart indicates, educational 
services consume over 51 percent of total general fund 
expenditures, with human service and correctional 
services expending nearly 30 percent. Ml other 
governmental agencies expend almost 10 percent, with 
the remaining 9 percent expended by statutory 
appropriations for debt service, retirement systems, and 
local government reimbursements. 
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Figure 9 
2003 Biennium Total General Fund Present Law 


All Other 
9.1% Human Services 


21.0% 






















(8 Other Government _ 
9.9% 






ee te a Corrections 
8.7% 









SS — D Higher Education 
[Public Schools _/ 11.0% 
40.3% 





Figure 10 shows the projected general fund Figure 10 
balance with the executive new proposals and 2003 Biennium General Fund Balance 
initiatives included. The executive new With Executive New Proposals 


, ; In Millions 
proposals are categorized as either a revenue 


or disbursement proposal. The net total Estimated Estimated Estimated 
: Fiscal 2002 Fiscal 2003 2003 Biennium 
(revenues less expenditures) for all of the 


executive new proposals is a negative $60.3 | Beginning Present Law Balance $64.406 $53.398 $64,406 
ve : : : Executive R P; I 
million. This amount, combined with the oP "Touran Ta nye 
available present law balance, results in a pre- Cultural Heritage Loans (0.580) (0.940) (1.520) 
rh Extend Endowment Credit (5.180) (5.180) 
reserve balance of a nfo Te rhe Cigarette & Tobacco Tax Increase 23.540 23.630 47.170 
executive’s recommended ending — fun 
balance reserve of $43.6 million is included, a a ae se fevers Propose $22.960 $17.510 $40.470 
ake Sra , kee xecutive Visbur: ent Proposals 
deficit of $39.5 million is created. This deficit is General Appropriations 
minimized by the use of the $20.6 million in Human Services 9.298 
: Corrections 0.079 
one-time revenue. Higher Education 5.303 


Public Schools 2.537 
Other Government 6.081 
Micro Business Development 0.150 
Pay Plan 9.700 
Debt Service 0.320 
Lewis & Clark Bicentennial 0.500 


Ramee fhe =©6Executive — Budget 
T0)sae proposes increased funding 

for human services, higher 
education, public school support, 
employee pay, and debt service due to 
the issuance of additional bonds. While 


Total Disbursement Proposal: $33.968 $66.836 $100.804 


Total Executive New Proposals ($11.008) ($49.326) ($60.334) 


the merit of these proposals will be 
debated by the legislature, it should be 
noted that the full impact of these 
initiatives would not be fully realized until 
the 2005 biennium. 


Ending Balance Before Reserve $53.398 $4.072 $4.072 
Executive Proposed Ending Fund Reserve 88.340 43.570 43.570 


Deficit With Executive New Proposals ($34.942) ($39.498) ($39.498) 
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This is because 
the fiscal costs of 


LFD ISSUE 
(continued) ioton 
these __ initiatives 


are significantly greater in the 


second year of the 2003 biennium 
than in the first year. The total costs 
of the expenditure new proposals are 
$34.0 million in fiscal 2002 and 
increase to $66.8 million in fiscal 


2003. This means the 2003 
legislature will be faced with funding 
at least $133.6 million of additional 
services above current (present law) 
costs. A biennium budget should not 
be developed with significant cost 
increases in the second year of the 
biennium without a corresponding 
revenue adjustment. 





Figure 11 shows the allocation of new proposal dollars to 
functional areas. As the chart depicts, the Executive 
Budget emphasizes education, employee pay, and human 
services as the top three priorities for additional funding. 
Corrections and all other governmental agencies’ funding 
are recommended for increases but by a minimal amount 
when compared to the top three priorities. 


Millions 


Revenues 
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Human 
Services 
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Figure 11 
2003 Biennium Total General Fund New Proposals 


$31.100 


$20.218 


Public Other 
Schools | Government 


Higher 
Education 


The new proposal recommendations of the executive 
include both revenue and disbursement types. Figure 12 
graphically portrays the dollar impact of these proposals. 
As. shown in the chart, new disbursement initiatives are 
significantly greater than the recommended new revenue 
proposals. The combined impact of these 
recommendations creates an imbalance of approximately 
$60.3 million for the 2003 biennium. When this amount is 
combined with the present law imbalance of $20.9 million, 
the Executive Budget (if adopted) would create a general 
fund structural deficit of $81.2 million. 


Figure 12 
Executive Budget Recommendations 
New Proposals for Revenues and Disbursements 


Disbursements 





2h 


$100.804 


Imbalance 
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DIFFERENCES FROM EXECUTIVE PROPOSAL 


The Executive Budget as submitted, projects an ending 
fund balance of $43.6 million after funding all executive 
present law adjustments and new proposals. This 
contrasts with Figure 10, which shows a general fund 
balance of $4.1 million or a difference of $39.5 million. 
This balance is based on the RATC revenue estimates, 
LFD estimates for statutory appropriations and reversions, 
and the executive’s recommendations for all present law 
adjustments and new proposals. As advocated by the 
LFD in the past, an adequate reserve is necessary for 
unexpected occurrences including emergencies, fire 
suppression costs, supplemental appropriations, or lower 
than expected revenue collections. 


Figure 13 
Differences From Executive Budget 
Fiscal 2001, 2002, 2003 


In Millions 


3 Year 

Fund Balance Category Difference 
Beginning Fund Balance ($0.494) 
Revenues 

Telecommunications Excise Tax 

All Other Categories 
Residual Equity Transfers 
Disbursements 

General Appropriations 

Statutory Appropriations 

Miscellaneous Appropriations 

Language Appropriations 

Continuing Appropriations 

Supplemental Appropriations 

Wildfire Costs 

Feed Bill Appropriations 

Anticipated Reversions 
Adjustments 


(24.991) 
1.827 
(1.686) 


2.430 
(0.853) 
(2.923) 
(2.000) 
(0.067) 
(4.010) 

0.400 
(2.848) 
(4.281) 
(0.003) 


Total Differences 


($39.499) 








The executive general fund budget for the 
t<S0}sa@ 2003 biennium is in excess of $2.5 billion. 

The recommended ending fund reserve is 
$43.6 million, or approximately 1.7 percent of total 
disbursements. This balance is insufficient when the 
events of the current year are considered. Total 


supplemental and emergency appropriations for fiscal 


2001 would deplete this balance in its entirety. The 
legislature may wish to consider whether this 
recommended reserve is sufficient to ensure budget 
Stability and control of the budget decision-making 
process. A reserve of 3 to 5 percent is generally 
recommended by experts and is commonly practiced by 
other states. (See page 93 for more details) 


As shown in Figure 13, there are a number of items that 
contribute to the total difference of $39.5 million. Each of 
these differences is explained in the next section. 


EXPLANATION OF DIFFERENCES 


Beginning Fund Balance - The preliminary fiscal 2000 
unreserved general fund ending fund balance as prepared 


by the Department of Administration was released in 
December 2000. This preliminary balance was not 
available to the executive in time to be included in the 
Executive Budget. The un-audited balance was $0.5 
million lower than the amount used by the executive. 


Telecommunications Excise Tax - The 
telecommunications excise tax revenue estimates for 
fiscal 2001, 2002, and 2003 as adopted by the RATC are 
$25.0 million less than the estimates used in the Executive 
Budget. The executive assumed the compliance issues 
currently applicable to this new tax would be resolved and 
the state could expect to receive an additional $25.0 
million due to the Department of Revenue’s enforcement 
efforts. The RATC decided to defer the inclusion of the 
above amount in the estimates until further information 
became available. All Other General Fund Sources - The 
combined differences of all other general fund sources 
(exclusive of telecommunications excise tax) between the 
RATC adopted estimates and the executive are $1.8 
million. 
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This difference is insignificant when compared to total 
revenue of over $3.5 billion for the three fiscal year 
periods. 


Residual Equity Transfer - Residual equity transfers are 
funds deposited in a non-general fund account that are 
eventually transferred to the general fund. The executive 
assumed the transfers that occurred in fiscal 2000 would 
‘continue at the same level for the next three fiscal years. 
A detailed analysis of these transfers indicates that only 
one transfer will occur in fiscal 2001 and there will be no 
transfers in fiscal 2002 and 2003. 


General Appropriations/Miscellaneous Appropriations — 
The net difference between these two appropriation items 


is about $0.5 million. The executive included some 
miscellaneous appropriations in the general appropriations 
category, thereby reducing the amount for miscellaneous 
appropriations. However, the executive did not include a 
$0.5 million Lewis and Clark Bicentennial request in their 
balance sheet. 


Statutory Appropriations — The difference in this category 
is due to the methods used to estimate the amounts of 


statutory appropriations. In most instances, the executive 
relied on the amount expended in fiscal 2000 to determine 
the amounts for the next three years. The LFD relied on 
information supplied by the respective agencies that 
administer the statutory appropriation. 


Language Appropriations - The Executive Budget balance 
sheet does not include any language appropriations. 
However, the executive’s draft of House Bill 2 specifies 
“the state auditor's office is appropriated in the 2003 
biennium any reverted appropriation from the $2,000,000 
biennial 2001 appropriation available to the Montana 
comprehensive health association.” The State Auditor's 
office has indicated this appropriation will revert in its 
entirety during the 2001 biennium. Therefore, the LFD 
included the $2.0 million in anticipated reversions and 
correspondingly showed the language appropriation for 
$2.0 million. 


Continuing Appropriations - The Executive Budget did not 
include a continuing appropriation to the long range 
building program authorized in House Bill 5 of the 56" 
Legislature. The continuing appropriation balance has 
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been established on the state accounting system for fiscal 
2001. 


Supplemental Appropriations - The executive is 
requesting supplemental appropriations of $38.8 million in 


their written documentation of the Executive Budget. In 
their detailed balance sheet, however, the supplemental 
amount shown is $34.8 million. A follow-up conversation 
with the executive indicates that the correct amount 
should be the higher amount of $38.8 million. This 
difference is $4.0 million. 


Wildfire Appropriations — The difference in this category is 
due to the revenue estimates adopted by the RATC. The 
estimated Federal reimbursements adopted by the RATC 
were equal to the anticipated expenditure estimates 
prepared by the Department of Natural Resources and 
Conservation. The Executive Budget shows a revenue 
estimate $0.4 million higher than the RATC estimate with 
a corresponding $0.4 million higher expenditure estimate. 


Feed Bill Appropriations - The Executive Budget shows 
the cost of the 2001 legislative session at the level 
budgeted for the 1999 legislative session. The LFD 
estimate is based on the calculations prepared by the 
Legislative Services Division for approval by legislative 
leadership. Since the Executive Budget proposal includes 
a 2003 biennium pay plan increase for state employees, 
the 2003 legislative session cost has been adjusted 
upward for the increased legislative personal services 
costs due to the anticipated pay increase. If the 
legislature does not adopt the executive’s pay plan 
proposal, the feed bill cost for the 2003 biennium could be 
adjusted accordingly. 


Anticipated Reversions - The Executive Budget is 
anticipating $15.0 million in general fund reversions for the 
three-year period fiscal 2001 through 2003. Although 
anticipated reversions are difficult to estimate, the LFD 
reviewed the reversion amounts agency by agency for 
fiscal 2000. This analysis, when applied to the three-year 
period, resulted in anticipated reversions of $10.7 million 
or a difference of $4.3 million from the executive estimate. 
Since state agencies were prohibited from transferring 
unused personal services authority to other operating 
categories during fiscal 2000, the LFD estimate may 
overstate anticipated reversions. This is because the 
executive did not request the same prohibition to transfer 
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personal services authority in the proposed Executive provided via reduced expenditures, revenue 
Budget. enhancements, and/or a lower reserve below $43.6 million 
to eliminate the projected deficit. 


SUMMARY 


In summary, if the RATC’ revenue estimate 
recommendations were adopted by the legislature, the 
general fund pre-reserve present law balance would be 
$64.4 million. A deficit in the general fund of $39.5 million 
would occur if the legislature adopted the executive's 
recommendations for all new proposals and initiatives 
including the proposed ending reserve of $43.6 million. 
This would therefore require either a reduction in services 


The Executive Budget recommendation not only creates a 
structural imbalance during the 2003 biennium but also in 
future biennia. If this budget were adopted, the 2003 
legislature would be faced with a significant budget deficit 
that would require them to reduce expenditures, increase 
revenues, or a combination of both. 


PROJECTED GENERAL FUND BALANCE 


Figure 14 shows the detailed general fund balance sheet based on present law revenues and disbursements, followed by a 
sub-table that shows the balance when new proposals are included. The $43.6 million reserve as proposed by the executive 
is not shown in this table. 


Figure 14 
2003 Biennium General Fund Balance 


Based on Present Law 
In Millions 


Actual Estimated Estimated Estimated Estimated Estimated 
Fiscal 2000  Fiscal2001 _‘Fiscal2002_— Fiscal 2003 2001 Biennium2003 Biennium 


Beginning Fund Balance $109.673 $170.326 $85.333 $72.845 $109.673 $85.333 
Revenues 
Current Law Revenue 1,163.641 1,185.331  1,192.612 1,207,853 2.348.972  2,400.465 
Residual Transfers 0.725 0.564 1.289 


Total Funds Available $1,274.039 $1,356.221 $1,277.945  $1,280.698  $2,459.934  $2,485.798 
Disbursements 

General Appropriations 1,046.100 1,061.899  1,152.989  1,158.372  2,107.999 2,311.361 
Statutory Appropriations 39.645 51.543 45.597 44.403 91.188 90.000 
Local Assistance Appropriations 13.813 56.771 70.584 
Miscellaneous Appropriations 4.195 13.593 3.665 3.665 17.788 7.330 
Language Appropriations 1.000 1.000 2.000 
Non-Budgeted Transfers 2.350 3.227 4.850 4.850 5.577 9.700 
Continuing Appropriations 1.487 1.487 
Supplemental Appropriations 38.760 38.760 
FEMA Wildfire Costs 41.600 41.600 
Feed Bill Appropriations 6.700 7.028 6.700 7.028 
Anticipated Reversions 0.505 (4.692) (3.001) 3.026; (5.197) 6.027 


Total Disbursements $1,105.598  $1,270.888  $1,205.100  $1,216.292  $2,376.486  $2,421.392 
Adjustments 1.885 1.885 


Reserved Ending Fund Balance $170.326 $85.333 $72.845 $64,406 $85.333 
Local Government Reserve 


Unreserved Ending Fund Balance $170.326 $85.333 $72.845 $64.406 $85.333 


New Proposals Not Included Above 
Revenue New Proposals 22.960 40.470 
Disbursement New Proposals 33.968 100.804 


Potential Ending Fund Balance Without Reserve $61.837 $85.333 $4.072 








Legislative Budget Analysis 2003 Biennium 30 Legislative Fiscal Division 





EXECUTIVE BUDGET ANALYSIS 
LFD Statewide panary 


2 Budget Overview 
.. Revenue and Tax Policy Proposals | 


- Expenditure Proposals. 


_ Statewide Budget Proposals/Issues 


~ Other LFD Issues 


ee Wa 


| E Sa et ara ; rf ami 2 
ts : a ae | ae a \ a i ae Ti 7 im 2 
Ldn boo Pee 








EXECUTIVE BUDGET OVERVIEW 


This chapter is an overview of the budget submitted for 
the 2003 Biennium by Governor Racicot, pursuant to 
statute. This overview provides an executive summary of 
the more detailed agency budget presentation contained 
in Volumes 3 and 4 of the Legislative Budget Analysis. It 
is intended to provide the reader with a general 
understanding of the major components of the budget, 
and includes the following sections: 


e Highlights of revenue and expenditure proposals; 
e Comparisons with the previous biennium; 
e Executive revenue and tax policy proposals. 





e Executive expenditure proposals; 

e Statewide budget proposals and issues; and 

e Other Executive Budget issues identified through 
Legislative Fiscal Division analysis. 


As the reader reviews this material, it should be noted that 
Governor-elect Martz is likely to submit changes to this 
budget. Those changes are due to the legislature by 
January 7, 2001. An addendum to this report will be 
prepared by the LFD at that time. 


HIGHLIGHTS 


The Governor's budget reflects a 10.2 percent general 
fund increase and a 16.3 percent increase in total funds 
over the 2001 biennium. The largest increases appear in 
the areas of human services, higher education, and 
corrections. As a percentage of the total general fund 
budget, education has decreased as a result of declining 
enrollment, while other programs have experienced 
growth. All told, this causes the percentages of the total 
general fund allocated to other program categories to 
increase. 


The highlights of the proposed budget are: 


e Human Services. Human services would 
increase $410.5 million, or 25.6 percent 
(including almost $150 million in accounting 
changes). General fund would increase $70.6 
million, or 15.3 percent. Major general fund 
increases are for increased Medicaid costs and 
the annualization of provider rate increases, a 
new provider rate increase, increased child 
protective services staffing and services, and 
enhancements to and/or annualization of cost 
increases in several other programs, including 


mental health, disabilities services, and the 
Children’s Health Insurance Program. 


e Education. General fund for K-12 education 
would increase $18.7 million, or 1.9 percent, and 
$50.8 million in total funds, or 4.5 percent. 
Declining enrollments cause BASE aid 
expenditures to decline by $2.8 million. The 
executive proposes a_ special education 
adjustment and increases the BASE aid 
schedules by 3 percent in fiscal 2003 at a cost of 
$14.4 million. 


e Higher Education. Governor Racicot would 
increase general fund by $28.4 million (11.3 
percent), and total funds by $31.1 million (10.9 
percent). The general fund includes replacement 
of revenue lost by a 6 millevy reduction 
amounting to $5.8 million and an accounting 
change to total funds, which adds $14.5 million in 
federal funds. Neither of these adjustments adds 


additional funding. Enrollment growth is 
expected to be low in the 2003 biennium. The 
executive proposes enhanced _ student 
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assistance, replacement of the 6 mil levy revenue 
reduction, and increased state funding equivalent 
to $100 per student in fiscal 2002 and an 
additional $100 per student in fiscal 2003. 


e Corrections. Governor Racicot proposes adding 
general fund of $31.6 million, or 17.6 percent. 
Increases of $19.9 million are provided for 
increasing populations; costs relative to 
additional staff and pay exceptions account for 
$9.4 million. 


e Long-Range Building Program (LRBP). The 
LRBP request is for $163.7 million. Of this 
amount, $81.3 million is for bonded projects, 
which include $40.7 million for construction of a 
new building for the Department of Public Health 
and Human Services. $82.4 million is requested 
for the cash projects, including $4.3 million from 
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the Long-Range Building Program Account. The 
Executive Budget also includes a proposal for 
$3.0 million in additional spending on cash 
projects, provided that an increase to the 
cigarette tax is approved. 


e Local Government Reimbursements. The 
Governor provides full funding for local 
government reimbursements as a result of the 
passage of SB 184 by the 1999 legislature. 
Appropriations in the 1999 biennium were $70.6 
million. The Governor proposes $109.9 million in 
the 2003 biennium, which amounts to an 
additional $39.3 million. 


e Cigarette Tax Increase. The executive proposes 
an increase in the tax on cigarettes and tobacco 
products, which is estimated to generate $51.4 
million. 


BIENNIAL BUDGET COMPARISON 


This section summarizes executive recommendations in 
comparison to expenditures for the preceding biennium. 


The executive is recommending a 2003 biennium budget 
that includes an additional $234.0 million from the general 
fund, a 10.2 percent increase. Total requested increases 
amount to $891.2 million, a 16.3 percent spending 
increase. The executive proposal for general fund and 
total spending increases is supported by existing sources 
of revenue, in combination with revenues from proposed 
tax increases on cigarettes and tobacco products. The 
increased spending includes __ significant new 
proposals/initiatives that account for nearly $365 million of 
the budget for the 2003 biennium. 


COMPARISON METHODOLOGY 


The state budget is highly complex, and the methods used 
to compute comparisons within context of that budget can 
vary considerably. | Without consistent comparison 
methodology, the comparisons can also be subject to 
manipulation. The Legislative Finance Committee (LFC) 
developed a budget comparison methodology that 
measures budget performance using total state 
expenditures for state general operations funded by 
taxpayer taxes, licenses, and fees. This method helps 
ensure proper representation, fairness, balance, and 
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consistency. Adopted by the 1997 legislature, use of the 
comparison procedures became a statutory requirement 
at that time. These procedures provide consistency of 
application and help avoid the potential for manipulation 
when comparing information. 


The comparisons on the following pages were prepared 
using the statutory methodology. A discussion of budget 
comparison methodology and the statutory requirements 
is included in the Budget Basics Section of this volume, on 
page 125. 


COMPARISON TO 2001 BIENNIUM 


Figures 1 and 2 compare expenditures between the 2001 
to 2003 biennia for general and total funds. As shown in 
the tables, the largest general fund increases are found in 
the departments of Public Health and Human Services, 
Education, and Revenue. Public Health and Human 
Services accounts for nearly 33 percent of the entire 
general fund increase. 


The following tables (Figures 1 and 2) are divided into 
three sections: 
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1. The top part of the table includes all appropriations 
recommended for inclusion in HB 2 (the General 
Appropriations Act) by agency. 


2. Because HB 2 does not include all appropriations 
authorized by the legislature, the second part of the 
table includes additional executive recommendations. 
This section is referred to as "Comparable 
Adjustments," because the items can be compared 
across biennia. The total shown in the “Total 
Executive Budget Fiscal 02-03” (2003 biennium) 
column represents all recommendations made by the 
executive, with the exception of the non-cash portion 
of Long-Range Building proposals and _ statutory 
appropriations. Long-Range Building proposals are 
specifically excluded because spending and timing 
vary considerably on most building projects. The 
building expenditures are reflected by the debt 
service paid over the term of any bonding/leasing 
agreement. Statutory appropriations represent the 
executive request with adjustments made by the 
Legislative Fiscal Division for Revenue and Taxation 
Committee estimates and updated information. 
(Note: The total in the "Total Adjusted Fiscal 00-01" 
(2001 biennium) column does not represent all 
contingent appropriations in that biennium, which are 
included in the third section.) 


3. The third section, "Non-comparable Adjustments," 
includes all 2001 biennium appropriations, including 
budget amendments, supplemental appropriations, 
and disaster/emergency costs that cannot be 
estimated for the next biennium. Excluded from the 
comparable adjustments total are probable 2003 
biennium expenditures that belong in this category. 
Consequently, the increases of 6.1 percent for 
general fund and 12.3 percent for total funds do not 
represent a true picture of potential growth between 
biennia. 


House Bill 2 Comparisons 


Although general fund recommendations increase over 10 
percent, federal special revenues reflect the greatest 
increase, one of more than 27.6 percent. This is primarily 
due to additional expenditures in: 

1. Department of Commerce - $73.3 million; 

2. Department of Transportation - $66.9 million; and 
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3. Department of Public Health and Human Services 
(DPHHS) — $339.7 million. 


The increase in the DPHHS expenditures is largely the 
result of an increase in Medicaid costs and utilization, 
FAIM Phase Il, numerous grants, and accounting 
changes. Expenditure increases are discussed in more 
detail in the “Expenditure Proposals” section of this 
volume, page 43. 


As shown in Figure 1, the executive general fund 
recommendations for HB 2 increase by $216.2 million, or 
10.0 percent, from the 2001 biennium. This includes 
$67.3 million in new proposals and $148.9 million in other 
adjustments. 


Total funds (Figure 2) increase by $819.4 million, or 16.2 
percent, including $364.7 million in new proposals and 
$454.7 million in other adjustments. See page ?? of this 
volume for a table and discussion of present law 
adjustments and new proposals. The largest general fund 
increases are in: 1) Public Health and Human Services; 
2) Education; 3) Department of Revenue; and 4) 
Department of Corrections. The increase in total funds is 
due to these same factors, plus $576.1 million in 
additional federal funds, primarily in human services, 
education, Department of Transportation, and Department 
of Commerce. 


Total Comparable Adjustments 


Total comparable adjustments include all miscellaneous 
appropriations including the employee pay plan bill and 
other appropriations bills, statutory appropriations, and 
other expenditures and adjustments. The executive 
recommends $234.0 million in increased general fund 
expenditures for the 2003 biennium as compared to the 
2001 biennium, an increase of 10.2 percent. The increase 
in total state funds spending over comparable 2001 
biennium spending is $891.2 million, or 16.3 percent. 


Non-Comparable Adjustments 


Non-comparable Adjustments, the third section, shows 
increases of 6.1 percent general fund and 12.3 percent 
total funds between biennia. As stated earlier, this 
comparison tends to be distorted by the lack of 
comparable information for the 2003 biennium. This 
section and these comparisons are shown for 
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Figure 1 
General Fund Comparison 
01 Biennium Versus Executive Budget 03 Biennium 


Agency Name 


Legislative Branch 

Judiciary 

Governor's Office 
Commissioner of Political Prac 
State Auditor's Office 

Office of Public Instruction 
Crime Control Division 
Department of Justice 

Board of Public Education 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish,Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
Appellate Defender 

MT Dept of Agriculture 

Dept of Corrections 
Department of Commerce 
Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 


Total 


Comparable Adjustments 


Employee Pay Proposal 
Statutory Appropriations 
Legislative Session Costs 
Miscellaneous Appropriations 
One-Time Only Costs 
Anticipated Reversions 
Total With Comparable Adjustments 


Non-Comparable Adjustments 


Budget Amendments 
Supplementals 
Disaster/Emergency Costs 


Total With All Adjustments 
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Total 
Adjusted 
Fiscal 00-01 


$13,727,995 
16,698,450 
6,107,847 
685,090 
3,434,473 
977,050,861 
5,065,023 
43,595,932 
275,865 
251,633,474 
6,547,437 
559,153 
3,221,395 
3,226,445 
836,514 
6,813,027 
500,000 
1,216,622 
33,541,571 
123,147,652 
8,173,649 

0 

2,292,434 
179,593,417 
4,365,703 
3,042,147 
5,747,977 
461,349,673 


$2,162,449,826 


In Above 
83,291,000 
6,700,000 
18,764,000 
22,222,000 
(5,197,000) 
$2,288,229 826 


0 
38,760,000 
49,497,000 


$2,376,486 ,826 
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Total 
Exec. Budget 
Fiscal 02-03 


$16,642,699 
19,727,747 
6,533,445 
701,703 
712,603 
995,779,196 
5,212,475 
48,675,530 
312,335 
280,072,935 
6,850,398 
712,434 
4,300,874 
4,776,153 
867,110 
9,516,059 
500,000 
1,318,147 
37,827,663 
166,390,098 
7,951,032 

0 

1 Og kiae 
211,174,885 
5,411,763 
4,300,621 
8,910,080 
531,923,915 


$2,378,615,077 


31,100,000 
90,000,000 

7,028,000 
21,480,000 


(6,027,000) 
$2,522,196,077 


$2,522,196,077 


Difference 
03 Biennium 


- 01 Biennium 


$2,914,704 
3,029,297 
425,598 
16,613 
(2,721,870) 
18,722,335 
147,452 
5,079,598 
36,470 
28,439,461 
302,961 
153,281 
1,079,479 
1,549,708 
30,596 
2,703,032 
0 

101,525 
4,286,092 
43,242 446 
(222,617) 

0 
(773,257) 
31,581,468 
1,046,060 
1,258,474 
3,162,103 
70,574,242 


$216,165,251 


31,100,000 
6,709,000 
328,000 
2,716,000 
(22,222,000) 
(830,000) 
$233,966,251 


0 
(38,760,000) 
(49,497,000) 


$145,709,251 


Legislative Fiscal Division 


% Change 
01 Biennium 
03 Biennium 


21.23% 
18.14% 
6.97% 
2.42% 
-79.25% 
1.92% 
2.91% 
11.65% 
13.22% 
11.30% 
4.63% 
27.41% 
33.51% 
48.03% 
3.66% 
39.67% 
0.00% 
8.34% 
12.78% 
35.11% 
2.12% 


-33.73% 
17.58% 
23.96% 
41.37% 
55.01% 
15.30% 


10.00% 


8.05% 
4.90% 
14.47% 
-100.00% 
15.97% 
10.22% 


-100.00% 
-100.00% 


6.13% 
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Figure 2 
All Funds Comparison 
01 Biennium Versus Executive Budget 03 Biennium 


Difference 
03 Biennium 


Total Total 
Agcy Adjusted Exec. Budget 


% Change 
01 Biennium 





Code Agency Name Fiscal 00-01 Fiscal 02-03 -01 Biennium 03 Biennium 


1104 
1112 
2110 
2115 
3104 
3202 
3401 
3501 
4107 
4110 
4201 
5101 
5102 
5113 
5114 
5115 
5117 
5201 
5301 
5401 
5603 
5706 
5801 
6101 
6102 
6201 
6401 
6501 
6602 
6701 
6901 


Legislative Branch 

Consumer Counsel 

Judiciary 

Mt.Chiropractic Legal Panel 
Governor's Office 
Commissioner of Political Prac 
State Auditor's Office 

Office of Public Instruction 
Crime Control Division 
Department of Justice 

Public Service Regulation 
Board of Public Education 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish,Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
Appellate Defender 

MT Dept of Agriculture 

Dept of Corrections 
Department of Commerce 
Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 


Total 


Comparable Adjustments 


Employee Pay Proposal 
Statutory Appropriations 
Miscellaneous Appropriations * 
Legislative Session Costs 
One-Time Only Costs * 
Anticipated Reversions 


Total With Comparable Adjustments 


Non-Comparable Adjustments 


* Only the general fund portion is shown. All funds cannot be determined based on existing budgeting and accounting records. 


Budget Amendments 
Supplementals 
Disaster/Emergency Costs 


Total With All Adjustments 
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$17,567,733 
1,966,309 
19,990,657 
27,732 
6,697,076 
685,090 
8,924,075 
1,140,286,401 
25,954,645 
89,475,184 
4,827,953 
625,026 
359,740,711 
7,166,362 
1,664,138 
6,688,754 
6,171,904 
87,017,798 
119,526,345 
873,022,157 
14,674,853 
63,653,545 
131,437,558 
10,438,689 
363,318 
23,668,166 
184,687,310 
118,720,160 
94,125,936 
18,398,742 
1,607,156,894 


$5,045,351 ,221 


In Above 
366,049,000 
18,764,000 
6,700,000 
22,222,000 
(5,197,000) 
$5,453,889,221 


35,363,000 
66,579,000 
94,825,000 


$5,650,656,221 


35 


$20,886,993 
2,214,209 
23,903,847 
30,000 
9,384,079 
701,703 
7,234,647 
1,191,102,011 
25,908,521 
100,193,761 
5,681,284 
661,546 
398,797,029 
7,498,324 
1,945,679 
8,656,482 
8,661,876 
103,005,504 
115,457,590 
965,940,763 
17,214,181 
77,590,695 
175,795,117 
11,351,570 
363,635 
19,745,867 
217,752,559 
199,334,165 
102,598,115 
27,494,119 
2,017,636,629 


$5,864,742,500 


72,976,359 
384,848,000 
21,480,000 
7,028,000 


(6,027,000) 
$6,345,047,859 


$6,345,047,859 


$3,319,260 
247,900 
3,913,190 
2,268 
2,687,003 
16,613 
(1,689,428) 
50,815,610 
(46,124) 
10,718,577 
853,331 
36,520 
39,056,318 
331,962 
281,541 
1,967,728 
2,489,972 
15,987,706 
(4,068,755) 
92,918,606 
2,539,328 
13,937,150 
44,357,559 
912,881 
317 
(3,922,299) 
33,065,249 
80,614,005 
8,472,179 
9,095,377 
410,479,735 


$819,391 ,279 


72,976,359 
18,799,000 
2,716,000 
328,000 
(22,222,000) 
(830,000) 
$891,158,638 


(35,363,000) 
(66,579,000) 
(94,825,000) 


$694,391 ,638 


18.89% 
12.61% 
19.58% 
8.18% 
40.12% 
2.42% 
-18.93% 
4.46% 
-0.18% 
11.98% 
17.67% 
5.84% 
10.86% 
4.63% 
16.92% 
29.42% 
40.34% 
18.37% 
-3.40% 
10.64% 
17.30% 
21.90% 
33.75% 
8.75% 
0.09% 
-16.57% 
17.90% 
67.90% 
9.00% 
49.43% 
25.54% 


16.24% 


5.14% 
14.47% 
4.90% 
-100.00% 
15.97% 
16.34% 


-100.00% 
-100.00% 
-100.00% 


12.29% 
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informational purposes only and to complete the listing of 
2001 biennium expenditures. 


COMPARISON CAUTION 


Comparisons vs. Budget Base 
Adjustments 


This volume compares the 2003 biennium Executive 
Budget to actual expenditures and adjusted fiscal 
appropriations for the 2001 biennium. The methodology 
used is that prescribed by the budget comparison statute, 
and upholds the concept of a comparison of the total state 
budget from biennium to biennium. This is a particularly 
useful practice due to the cyclical nature of annual 
budgets. However, because the Executive Budget is 
prepared using a different statutorily-defined process, 
there is a difference between the total changes indicated 
in this volume and those indicated in the individual agency 
and program budgets discussed in the Agency Budgets 
and Analysis Section in Volumes 3 and 4. 


- Because present law adjustments are added to the base 
year (fiscal 2000) to determine a present law budget for 
the 2003 biennium and budget growth as prescribed by 
total adjustments, the intermediate year (fiscal 2001) is 
ignored. This method facilitates budget development from 
a vantage point of recent, actual experience, but 
overstates true budget growth because all increases are 
measured from the base year. 


Conversely, using the base year plus fiscal 2001 
appropriations for budget comparisons more accurately 
reflects true budget growth. This is because the 
increases/decreases are measured from a_ biennial 
perspective that takes into account the annual increase 
from the base year as compared to the fiscal 2001 
appropriated amount. 


While consideration of increases over the base year is 
necessary to making budgetary decisions, the 
adjustments should not be used as measures of growth or 
for comparative purposes. When making comparisons, 
the total recommended budget for the 2003 biennium 
should be examined in comparison with the total 2001 
biennium, as described above. 
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Although statute requires that budget 
comparisons be completed by the Office of 
Budget and Program Planning and the 


Legislative Fiscal Division, no comparisons were provided 
in the Executive Budget. Therefore, no analysis of 
executive comparisons could be completed. 
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EXECUTIVE REVENUE AND TAX POLICY PROPOSALS 


INTRODUCTION 


EXECUTIVE GENERAL FUND REVENUES 


The Executive Budget is based on estimated revenues in 
excess of those adopted by the Revenue and Taxation 
Committee on November 17, 2000. The executive 
included $25 million more than the Revenue and Taxation 
Committee for telecommunications excise tax revenues 
and a difference in all other categories of $1.8 million. 
This places the executive general fund revenue estimates 
$23.2 million below the $3.586 billion adopted by the 
committee for a three year period. For a complete 
discussion of revenue estimates, see “General Fund 
Revenue Estimates” on page 22 of this report and Volume 
2 — Revenue Estimates of the LFD Budget Analysis. 


TAX REFORM PROPOSALS 


The Executive has proposed four initiatives that will alter 
taxation rates or otherwise impact the revenue in the 
general fund and other state funds. They are as follows: 


Cigarette and Tobacco Tax Increase - The executive 
proposes to increase the state tax on cigarettes from 18 to 
56 cents per pack, and increase the tax on tobacco from 
12.5 percent of retail value to 45 percent of retail value. 
The distribution of cigarette tax revenue is also changed 
and the revenue increase to the general fund is $47.0 
million during the 2003 biennium. 


Cultural Heritage Loans — This proposal provides heritage 
tourism loans from a trust controlled by the Board of 
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Investments for construction and maintenance of sites of 
historical significance. The debt service on the loans is 

financed by an increase from 4 percent to 5 percent in the 
lodging facility use tax. The revenue loss to the general 
fund is estimated to be $2.7 million for the 2003 biennium. 


Eliminate the Termination provision for the Qualified 
Endowment Credit - The executive proposes to make the 
qualified endowment credit against income and corporate 
tax liability permanent by eliminating the current sunset 
date of December 31, 2001. The amount of the credit 
would also be reduced from 50 percent of the qualified gift 
amount to 25 percent. The revenue loss to the general 
fund is expected to be $5.2 million only in fiscal 2003. 


Micro-Business Loans - The executive proposes to 
appropriate $2.5 million from the coal tax permanent trust 
to the Department of Commerce for additional loan 
authority for the micro-business finance program. The 
revenue loss to the general fund is estimated to be $0.4 
million for the 2003 biennium. 


Figure 3 shows the biennial impact of the four executive 
proposals, both for general fund and total funds. The 
table shows the dollar impact as reported in the Executive 
Budget report and as determined in the LFD analysis, and 
the difference between the two. The following discussion 
provides additional detail on each of these proposals. 
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Figure 3 
Executive Budget Tax Policy Proposals 
Biennial Impact 
(in millions) 
Executive General Fund All Funds 
Proposal Executive LFD Difference Executive LFD Difference 


Cigarette & Tobacco Tax Increase $ 747.27 $1 T47OCS (0:2) S08 Seo. 4a 0.6 
Cultural Heritage Loans-Increase Bed Tax (1.5) (2.7) (1.2) 4.7 30) (1.2) 
Qualified Endowment Credit (5.2) (5.2) - (5.2) (5.2) - 
Microbusiness Loans (0.3) (0.4) (0.1) (0.3) (0.4) (0.1) 
Total Impacts Aso) Ie oss BEC ey 50.0 $ 494 $ (0.6) 





CIGARETTE AND TOBACCO TAX INCREASE 


The Executive Budget proposes increasing the state tax The executive asserts that this tax increase is needed to: 
on cigarettes from 18 cents per pack to 56 cents per pack. 1. help pay for prevention and treatment of tobacco 
The tax on other tobacco products would also be illnesses; 


deter tobacco use; 
maintain existing state and university buildings; 


increased, from 12.5 percent of the wholesale price to 45 
percent. The act would be effective on all sales of 
cigarettes and tobacco products after June 30, 2001. The increase revenue to fund veterans’ services; and 
Legislative Fiscal Division estimates that $51.4 million in account for inflationary impacts since the tax was 
additional revenue would be raised by this proposal, $47.0 instituted. 

million of which would be deposited into the general fund. 


Sy eee Ne 


Figure 4 
Executive Cigarette and Tobacco Tax Proposal 
LED Assumptions 


‘ ’ Proposed Revenue in Fiscal 2002 
Because the Executive Budget lacks ae 


specific details about this proposal, the i $0.18/pack — $0.56/pack -—Millions—- 

Legislative Fiscal Division analyzed the i CaN PieaE AS ne! ns 
draft legislation and conducted its own economic 15.85% 10.25% 1.748 3.186 
impact analysis. The Executive Budget estimate for Sian ae ut PRR ee 
the impact of the proposal is slightly lower for the 
2003 biennium, showing a revenue gain of $50.4 
million. This is probably due to slightly different Total General Fund $10.351 $33.891 
assumptions regarding the consumption response to an = = 
higher prices. The Executive Budget, however, Ay OM Cloeie Tisoes SSE 
contained no detail with which to compare $0.18/pack  $0.56/pack Millions — 


consumption response assumptions ib Upfiont Distribution $0.807 
11.11% 4.78% . 1.455 
15.85% 10.25% ; 3.120 
73.04% 84.98% 7.889 25.862 


100.00% 100.01% f $31.244 


Tobacco (general fund) 12.50% 45.00 % $2.294 $7.480 


Tobacco (general fund) 12.50% 45.00% ; $7.926 


Total General Fund ! $33.788 
Total Reveme é $39.170 
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_ TAX REVENUE CHANGES 


The impact of the executive’s proposal on cigarette and 
tobacco revenues is shown in Figure 4. The increase in 
total general fund revenue would be $47.0 million for the 
2003 biennium. Biennial revenue would increase by $0.5 
million to the Department of Health and Human Services 
(DPHHS), and $2.8 million to the Long Range Building 
Program (LRBP). Revenue to Indian tribes that have 
agreements with the state would increase by more than 
$1.0 million for the biennium. These estimates are based 
on the assumption that cigarette prices, at $2.80 per pack 
under current law, would increase by $0.38 per pack, or 
13.6 percent, due to the tax increase. A decrease of 9.4 
percent in cigarette consumption is presumed as a result 
of the higher price, decreased in-state purchases by 
nonresidents, and increased out-of-state purchases by 
residents. The same decline in consumption was 
assumed for all tobacco products. 


DISTRIBUTION CHANGES 


The proposal changes the distribution of cigarette tax 
revenue, but leaves the distribution of revenue from 
tobacco products unchanged. The proposed changes in 
the distribution of cigarette revenue follows: 
e the DPHHS share would decrease from 11.11 to 
4.78 percent; 
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e the LRBP share would decrease from 15.85 to 
10.25 percent; and 

e the general fund share would increase from 73.04 
to 84.98 percent. 


Figure 4 shows the impact of the proposal on these 
distributions, as well as on the revenue shared with Indian 
tribes. Each of the three distributions receives more 
revenue, but, proportionately, the general fund increase is 
largest. Please note that the proposed distribution 
percentages are over-allocated by .01 percentage points. 
It is assumed in Figure 2 that the percentage devoted to 
the general fund would be 84.97 and not 84.98 percent. 


Currently, Montana has the 12"" lowest cigarette tax rate in 
the nation. The proposal would make Montana’s cigarette 
tax rate the 34'" lowest, tied with New York. As of July 
2000, surrounding states had the following cigarette tax 
rates: 

e Montana - 18 cents; 

e North Dakota - 44 cents; 

e South Dakota - 33 cents; 

e Wyoming - 12 cents; 

e Idaho - 28 cents; 

e Oregon - 58 cents; and 

e Washington - 82.5 cents. 


ACCOMMODATIONS TAX — CULTURAL HERITAGE LOANS 


The executive is seeking approval to increase the lodging 
facility use tax to 5 percent from 4. The executive 
proposes the creation of a refundable income tax credit 
equivalent to 20 percent of the lodging facility use tax paid 
during a tax year. Money from the additional 1 percent tax 
rate would be deposited in a new Heritage Tourism 
Accommodation Tax Account (HTAA) for: 

1) administrative costs; 

2) debt repayment of loans made by the board of 
investment (BOI) for specific projects that 
enhance tourism facilities; and 

3) other heritage tourism projects. 


The executive's stated purpose for the legislation is to 
provide funds to enhance and maintain the sites and 
facilities associated with Montana’s historical and cultural 
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heritage. The Heritage Tourism Loans would be made 
pursuant to applications to the BOI for support. The loan 
recipients are limited to: 

e Virginia City/Nevada City 

e Daly Mansion 

e Moss Mansion 

e Original Governor's Mansion 

e Anew Historical Society Museum Center 

e Local Communities 

e State Park Heritage Properties 

e Lewis and Clark Bicentennial Commission 


The amount of each loan would be approved by a 


Heritage Tourism Oversight Committee. The loans would 
be issued incrementally over a period of 10 years and 
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structured for payback over a period not to exceed 20 
years. The total accumulated amount of loans provided 
through this program could not exceed $40 million during 
the period between July 1, 2001 and June 30, 2011. 


The following analysis of this proposal is based on draft 
legislation (LC1221). The Executive Budget did not 
contain details of this proposal. 


The repayment of principal and interest associated with 
these loans would not be made by the loan recipients. 
Instead, repayment would be made by the HTAA, using 
proceeds from the 1 percent increase in the lodging 
facilities use tax. It is estimated that the tax increase 
would generate over $3.0 million per year. The interest 
charged to the HTAA over the life of the loan would reflect 
the short term-investment pool (STIP) rate that the BO! 
earns on its short term investments. The amount 
generated by the 1 percent tax increase should be enough 
to pay the principal and interest on the loans, with some 
left over with which to support other tourism projects. 


The proposal contemplates loaning $14.5 million of the 
$40 million during the 2003 biennium. The executive does 
not specify the source of the principal. The proposed 
legislation allows the BOI to loan the money, but does not 
specify whether the money would come from the 
permanent coal trust, the treasure state endowment fund, 
the treasury cash account, or the state employee’s 
retirement system. 


This proposal would reduce general fund revenues during 
the 2003 and future biennia if the funds for the loan were 
removed from the permanent coal trust. The interest lost 
to the general fund would be the difference between the 
amount loaned multiplied by the long-term interest rate the 
trust normally earns, and the STIP rate at which the 
payback would be assessed. This would amount to 
approximately $0.194 million during the 2003 biennium. 
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The general fund will not lose this interest if the source of 

the loans is some other trust fund. 
LED The Executive Budget includes estimates that 
<si}a@ the revenue lost as a result of this proposal 
would be $580,000 in fiscal 2002 and 


$940,000 in fiscal 2003. This reflects the loss in interest 


earnings for the amount removed from the coal trust 
permanent fund at long-term interest rates, and does not 
account for return of interest at STIP rates. The net loss 
in interest should be $194,000 for the biennium. 
ao 
fef-m cost to create an income tax credit for 
payment of the increased tax. According to the 
Institute for Tourism and Recreation Research at the 
University of Montana, the amount of the 
Accommodations Tax paid by residents is 40 percent. 
Assuming all residents who pay the increased tax also 


claim these expenses as an income tax credit, the loss in 
income tax revenue deposited in the general fund would 


be $2.5 million during the 2003 biennium. 
fx0)=4 [oans from the permanent coal tax trust, the 
Executive Budget is silent on whether or not 
this legislation would require a three-quarters vote of each 
house of the legislature. The loans from the permanent 
trust would be made to the HTAA and be used to pay for 
the projects. The projects themselves would not 
contribute any payback on the loans. Instead, the loans 
would be paid back by the HTAA account to the 
permanent trust with lodging facilities use tax revenues. 
Additionally, the return on the “loans” will be less than 
could be earned if the money were left in the trust from 
which the money would be taken. 





The Executive Budget does not estimate the 


If the executive contemplates making the 
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ELIMINATE TERMINATION PROVISION OF THE QUALIFIED ENDOWMENT 
CREDIT 


The Executive Budget includes a provision that would 
eliminate the termination date for the Qualified 
Endowment Credit against state individual and corporate 
income tax liability. The act authorizing the credit was 
passed by the 1997 legislature and has been applied to 
tax years since in January 1, 1997. Under current law, the 
act is scheduled to terminate December 31, 2001. The 
executive proposes permanent elimination of the 
termination date, which means that the credit would 
become permanent. The executive also proposes 
reducing the amount of the credit from 50 percent to 25 
percent of the charitable gift portion of a planned gift. 


Though the details of the proposal were included in draft 
legislation, the Executive Budget contains no justification 
for the extension of the qualified endowment credit. The 
following analysis is based upon that legislation. 


The amount of the qualified endowment credit claimed 
against state income tax liability has grown significantly 
since it was instituted. For tax year 1997, the credit was 
$1.3 million and rose to $5.5 million in tax year 1999. The 
estimated credit for tax year 2001, the last year before 

scheduled termination, is $9.0 million. 
The Executive Budget claims that the cost of 
fsis@ the proposal would be $5.2 million in fiscal 
2003, and assumes that the last time the 


current credit will be taken in its full amount would be 
fiscal 2002. 


Many users of this credit decrease 
withholding or estimated payments in order to reflect the 
expectation that their final liability will be reduced. To the 
extent that this is true, the loss in revenue in the 2003 
biennium could be as much as $7.5 million. 





EXECUTIVE MICRO BUSINESS LOAN PROPOSAL 


The Executive Budget proposes the appropriation of $2.5 
million from the Coal Severance Tax Permanent Fund to 
the Department of Commerce for the Microbusiness 
Finance Program. The funds would be used by certified 
microbusiness development corporations to make 
development loans. The corporations make or guarantee 
loans to small businesses based upon statutory conditions 
specifying maximum loan amounts and minimum required 
equity stakes, (17-6-407, MCA). 


The Executive Budget gives no justification for increasing 
the amount of loan authority in the Micro business 
Program. The executive does not assert that past micro 
business loans have been good investments, nor is any 
information provided on the payback success of past 
loans. 
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The Executive Budget contains no detail 
T01-m ‘relative to this proposal. The Executive 
Budget characterizes the impact of this 
proposal as a general fund expenditure increase in the 
amount of $150,000 per year during the 2003 biennium. 
The impact will be a general fund revenue reduction, not 
an expenditure increase. The amount by which general 
fund interest earnings from the coal trust permanent fund 
will fall is approximately $184,000 per year during the 
2003 biennium. 


The $2.5 million in additional loan authority would bring 
the total outstanding Micro business Loan Program 
authority to $7.5 million. It is expected that the $2.5 
million would be transferred on July 1, 2001. Removing 
$2.5 million from the principal of the permanent trust 
would reduce general fund interest earnings by 
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approximately $184,000 in each year of the 2003 
biennium. 


The micro business development program has been in 
existence since 1991. In the past, the legislature has 
granted authority to make $5.0 million available to the 
program. Principal and interest payments are deposited 
into a revolving fund, which are then made available for 
other loans. 


The decision to add $2.5 million to the Micro business 


Development Loan Authority will require a three quarters 
vote of each house of the legislature. 
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INTRODUCTION 


This section discusses the major changes in expenditures 
in the 2003 biennium proposed by Governor Racicot. The 
purpose of this document is to provide the reader with a 
summary view of major trends and policies proposed. A 
detailed discussion of each agency’s proposed budget is 
included in Volumes 3 and 4 of the Legislative Budget 
Analysis. 


The discussion is confined to HB 2, which appropriates 
over 90 percent of all general fund expended by state 
government. It does not include a discussion of other 
major initiatives, such as the state employee pay plan, 
supplemental appropriations, and the cultural heritage 
loan program, which are discussed in the section of this 
report entitled “Statewide Executive Budget Proposals.” 


HIGHLIGHTS AND SUMMARY 


Governor Racicot is proposing a budget of $2.4 billion 
general fund and $5.9 billion total funds over the 2003 
biennium. 


The eight primary policy trends in the Governor's budget 
are summarized below. Each is discussed in more detail 
in the sections that follow. 

1. General fund would increase $216.2 million, or 10 
percent, above the 2001 biennium. 

2. The allocation of general fund would resume a shift 
toward human services, continue a shift towards 
corrections, and shift away from (K-12) education as 
a percentage of the total general fund budget. 

3. While there are several major new initiatives (and one 


significant present law adjustment) prepared by the - 


Governor, they do not dominate the increase. The 
overall increase in general fund is due to a number of 
general increases across a broad spectrum of 
government for on-going costs. 

4. Total funds would increase $819.4 million, or 16.3 
percent over the 2001 biennium. 

5. Total funds increases are dominated by increases in 
federal funds. Federal funds total $576.1 million (27.6 
percent increase), or over 70 percent of the total 
funds increase (including required accounting 
changes). 


6. Increases in the Department of Public Health and 
Human Services dominate the change in federal 
funds (including required accounting changes). 


7. Governor Racicot would add 541.54 FTE, or an 


additional 5.2 percent over the fiscal 2001 level 
anticipated by the 1999 legislature. 


8. The state government funding structure would 


continue a shift toward federal funds as the largest 
and increasing share. 


1. General fund would increase $216.2 million, or 10 
percent, from the 2001 biennium. 


Figure 5 shows total increases by major component. 


Figure 5 
General Fund Increases by Major Component 
2003 Biennium (in Millions) 


Executive 
Budget 
$995.77 
280.07 
531.92 


Increase Percent — Percent of 
Over 2001 Increase 

$18.72 1.9% 

28.44 11.3% 

70.56 15.3% 

31.58 17.6% 


66.87 22.8% 
$216.17 


Increase 
8.7% 
13.2% 
32.6% 
14.6% 
30.9% 


100.0% 


Component 
K-12 Education* 
Higher Education 


Human Services 
Corrections ene 
All Other 359.68 


Total $2,378.62 10.0% 


* Office of Public Instruction only 
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2. The allocation of general fund in state government 
would resume a shift toward human_ services, 
continue a shift towards corrections, and shift away 
from (K-12) education as a percentage of the total 
general fund budget. (“All Other’ is dominated by 
local government reimbursements in the Department 
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of Revenue and the percent of general fund would be 
stable without that component.) 


Figure 6 shows the allocation of general fund increases by 
program area. 


Allocation of General Fund by Program Area 
Governor's Proposed Budget 
2001 to 2003 Biennium 


K-12 Education Higher Education 


3. While there are several major new initiatives (and one 
significant present law adjustment) prepared by the 
Governor, they do not dominate the increase. The 
overall increase in general fund is due to a number of 
general increases across a broad spectrum of 
government. 


Major new initiatives proposed by the Governor 

e Provider rate increases ranging from 1.5 percent 
to 35 percent in human services programs - 
$12.8 million 

e Child Protective Services enhancements and 
reductions in the Disability Services waiting list- 
$3.4 million and $2.0 million 

e K-12 BASE aid increases of 3 percent and 
additional special education funds in fiscal 2003 - 
$14.4 million 

e Additional state support equal to $100 per 
student in fiscal 2002 and an additional $100 per 
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Corrections All Other 


student in fiscal 2003 in the Montana University 
System — $7.5 million 

e Continuations of the Project Challenge and 
National Guard Scholarship Programs - $2.6 
million. 


Because of the “stepped” implementation of several major 
new proposals, costs in the 2005 biennium will be 
significantly higher than 2003 biennium costs. 


Major present law adjustments’ 

e Medicaid increases, utilization, and annualization 
of 2001 biennium provider rate increases - $24.0 
million 

e  Annualization of mental health services, disability 
services, and the Children’s Health Insurance 
Program (CHIP) - $16.0 million 


' As categorized by the Governor 
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e Corrections population increases and pay 
adjustments — $19.9 million 
e Pay exceptions and additional FTE in the 


Department of Corrections - $9.4 million 
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4, Total funds would increase $819.4 million, or 16.3 
percent from the 2001 biennium 


Figure 7 shows the allocation of the total increase by fund 
type. 


e Department of Revenue local government 
assistance (SB 184) — $39.3 million 

e Higher Education enrollment increases and 
replacement of 6 mill levy - $8.4 million 


Figure 7 
Percent of Total Increases by Fund Type 
Governor's Proposed Budget 
2003 Biennium 


Proprietary Funds 


General Fund 


State Special Revenue 
2.7% 


Federal Funds 
70.3% 





Figure 8 shows the allocation of the anticipated increase 
in federal funds by program area. 


Total funds increases are dominated by increases in 
federal funds. Federal funds total $576.1 million (27.6 
percent increase), or over 70 percent of the total 
funds increase. 


Figure 8 
Percent of Federal Funds Increase by Program Area 
Governor's Proposed Budget 
2003 Biennium 


K-12 Education 
5.6% Higher Education 


2.9% 


All Other 
32.4% 


Corrections 
0.2% Human Services 


59.0% 
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6. Increases in the Department of Public Health’ and 
Human Services dominate the change in federal 
funds (including required accounting changes). 

e Medicaid and other human services programs 
(non-accounting changes) — $192.8 million 

e Section 8 housing in the Department of 
Commerce — $73.1 million 

e Additional construction and maintenance 
assumption in the Department of Transportation - 
$66.9 million 

e Accounting changes required by the Legislative 
Audit Division - $161.4 million 


7. Governor Racicot would add 541.54 FTE, or an 
additional 5.2 percent over the fiscal 2001 level 
anticipated by the 1999 legislature. Major increases 
include: 





General Fund State Special 
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e 145.9 FTE in the Department of Public Health 
and Human Services 

e 96.85 FTE in the Department of Corrections 

e 111.05 FTE in the Montana Department of 
Transportation 


8 The structure of how state government is funded 


would continue a shift toward federal funds as the 

largest and increasing share. 

e Federal funds increase to 45.4 percent of the 
budget compared to 41.4 percent in the 2001 
biennium. 

e General fund, though increasing by 10 percent, 
falls to 40.6 percent of the total budget compared 
to 42.9 percent in the 2001 biennium. 


Figure 9 shows the allocation change from the 2001 to the 
2003 biennia. 


Figure 9 
Percent of Budget by Fund Type 
Governor's Proposed Budget 
2001 to 2003 Biennium 





02001 Biennium 
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The following sections go into additional detail about 

Governor Racicot’s expenditure proposals from several 

perspectives: 

1. By type of fund, including general fund, state special 
revenue, and federal revenue. 
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2. By program area. 
3. By present law and new proposals. 


EXECUTIVE PROPOSALS BY FUND TYPE 


This section discusses major proposals of Governor 
Racicot by fund type. 


TOTAL FUNDS 


Governor Racicot proposes an increase in total spending 
of $819.4 million, or 16.2 percent, in the 2003 biennium 
compared to the 2001 biennium. 


Figure 10 shows the change in relative share of the state 
budget among the four fund types appropriated in HB 2. 


Figure 10 
Proposed Change by Fund Type 
2003 Biennium 
in Millions 
Percent 


2001 Percent 2003 


Fund Type Biennium __ofTotal Biennium _Of Total 


42.9% 
15.3% 
41.4% 

0.4% 


40.6% 
13.5% 
45.4% 

0.5% 


$2,162.45 
771.51 
2,089.26 
22.13 


$2,378.62 
793.35 
2,665.32 
27.45 


General Fund 
State Special 
Federal 
Proprietary 


Total $5,045.35 $5,864.74 





e Despite a general fund increase of 10.0 percent, 
the 27.6 percent increase in federal funds results 
in general fund as a percent of the state budget 
falling to 40.6 percent in the 2003 biennium, 
compared to 42.9 percent in the 2001 biennium. 


e Since state special revenue grows at a lower rate 
than either general fund or federal revenue, it 
continues to become a smaller part of state 
government, comprising only 15.3 percent of all 
HB 2 expenditures. The low growth rate is the 
result of a combination of increases in some 
agencies partially offset by decreases in others. 
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e The funding structure of state government would 
continue a shift toward federal funds as the 
largest and increasing share. Federal funds 
would increase from 41.4 percent to 45.4 percent 
of the total budget. 


Figure 11 compares HB 2 expenditures by fund type from 
the 2001 to the 2003 proposed budget. The table shows 
the change in funding requested, and adjustments in each 
fund type as a percentage of total proposed expenditures. 
As shown, federal funds dominate all funding increases. 


Figure 11 
Proposed Increases by Fund Type 
2003 Biennium 
in Millions 


2001 2003 Total Percent _ Percent of 

Fund Type Biennium Biennium Increase _Increase Total 
$2,162.45 $2,378.62 $216.17 10.0% 26.4% 
771.51 793.35 21.84 2.8% 2.7% 
2,089.26 2,665.32 576.07 27.6% 70.3% 
22.13 27.45 5.32 24.0% 0.6% 


General Fund 
State Special 
Federal 
Proprietary 


Total $5,045.35 $819.39 16.2% 


$5,864.74 


Figure 12 shows the distribution of fund types among 
program areas of state government. As shown, distinctive 
program areas are funded differently. For example, 
corrections and K-12 education contain significant general 
fund. In contrast, human services receives significant 
federal funds, as does transportation maintenance and 
construction. Virtually no general fund supports 
transportation-related activities. The increase in federal 
funds is predominantly in those areas, fueling the overall 
increase in state government funding and in those 
agencies. 
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Figure 12 
Program Area Funding By Source 
2003 Biennium 


General State Federal 


Program Area Fund Special Funds Proprietary 


K-12 Education 
Higher Education 
Human Services 
Corrections 
Transportation 
All Other 


83.6% 0.2% 
70.2% 6.5% 
26.4% 4.1% 
89.8% 1.5% 
36.5% 
31.0% 


16.2% 0.0% 
23.3% 0.0% 
69.6% 0.0% 
0.8% 7.9% 
63.5% 0.0% 


34.0% 34.1% 0.8% 


GENERAL FUND 


Governor Racicot proposes to increase general fund 
spending by over $216.2 million, or 10.0 percent, in the 
2003 biennium compared to the 2001 biennium. The 
increase is distributed across a wide range of government 
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Figure 13 shows proposed changes in general fund in the 
major areas of state government. 


Component 

K-12 Education’ 

Higher Education 
Human Services 

Corrections 

All Other 


Total 


Figure 13 
General Fund Increases by Major Component 


Executive 


Budget 
$995.77 
280.07 
531.92 
PAW 
359.68 


$2,378.62 


* Office of Public Instruction only 


Increase 
Over 2001 
$18.72 
28.44 
70.56 
31.58 
66.87 


$216.17 


2003 Biennium (in Millions) 


Percent 
Increase 
1.9% 
11.3% 
15.3% 
17.6% 
22.8% 
10.0% . 





Percent of 

Increase 
8.7% 
13.2% 
32.6% 
14.6% 
30.9% 
100.0% 


Figure 14 provides a visual representation of the proposed 


Figure 14 
Allocation of General Fund Increases 
Governor's Proposed Budget 
2003 Biennium 


All Other 
30.9% 


Corrections 
14.6% 
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1. Over 32 percent (almost 1/3) of the increase in 
general fund supports human services. 
e Increased Medicaid costs and annualization of 
provider rate increases - $24.0 million 

e Annualization of other programs, including 
disability services and the Children’s Health 
Insurance Program - $10.1 million 

e New Provider rate increases - $12.8 million 

e Montana State Hospital and other mental health 
costs - $5.9 million 

e Child Protective Services and a reduction in the 
disability services waiting list - $5.4 million 


2. “All Other’ accounts for over 30 percent of the growth 

in general fund. 

e Local government assistance in the Department 
of Revenue as a result of the passage of SB 184 
by the 1999 legislature - $39.3 million 

e Present law adjustments in the Departments of 
Justice, Environmental Quality, and Natural 
Resources and Conservation - $8.9 million 


3. K-12 increases by 1.9 percent, although its base size 
means it consumes 8.7 percent of the increase. 

e A combination of enrollment declines, a fiscal 
2001 schedule increase, and change in tax 
bases results in negative growth in the costs to 
maintain the current BASE aid payments — ($2.8 
million) 

e Proposed 3 percent increase in BASE aid 
schedules and an additional special education 
adjustment in fiscal 2003 - $14.4 million 


4. While no longer dominating increases in general fund 
spending, the Department of Corrections continues to 
increase in cost above the state average. 

e Increases in correctional population - 
million 

e Increases in staff and funding of a pay exception 
for correctional officers - $9.4 million 


$19.9 


5. The Montana University System would increase by 
11.3 percent. 
e Enhanced state support equal to $100 per 
student in fiscal 2002 and an additional $100 per 
student in fiscal 2003 - $7.5 million 
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e Replacement of reduced 6 mil levy revenue - 


$5.8 million 
e Increased enrollment and student assistance - 
$5.7 million 
STATE SPECIAL REVENUE 


State special revenue would increase $21.8 million, or 2.8 
percent. This rate of growth is a combination of increases 
in some agencies and partially offsetting decreases in 
others. 


e The Department of Transportation, for 
construction, maintenance, and administration - 
$26.1 million. The department also replaces 
some maintenance costs with federal funds. 

e Fish, Wildlife, and Parks, for a number of general 
increases to operations - $5.9 million 

e The Department of Environmental Quality for 
potential bond forfeitures — ($36 million) 

e The Department of Natural Resources and 
Conservation, for state owned water projects 
rehabilitation - $3.6 million 

e The Commissioner of Higher Education to 
replace reduced 6 mill levy revenue with general 
fund - ($5.8 million) 


FEDERAL FUNDS 


Governor Racicot proposes an increase in federal funds of 
$576.1 million, or 27.6 percent. Of this total, 28 percent 
($161.4 million) is due to accounting changes required by 
the Legislative Auditor. Figure 15 shows the proposed 
allocation, by program area. The Department of Public 
Health and Human Services would receive $339.7 million, 
or almost 60 percent of the total. However, if required 
accounting changes were removed, DPHHS would 
receive $192.8 million, or 33.5 percent of the total. The 


~ “All Other’ program area is dominated by adjustments in 
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the Montana Department of Transportation and the 
Department of Commerce. 
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Figure 15 
Proposed Allocation of Federal Funds 
By Program Area 
2003 Biennium (in Millions) 


2001 2003 Total Percent Percent of 
Program Area Biennium Biennium __Increase_ Increase _ Total 


K-12 Education $ 160.73 $ 19316 $ 32.43 20.2% 5.6% 
Higher Education 76.39 92.91 16.52 21.6% 2.9% 
Human Services 1,063.93 1,403.65 339.72 31.9% 59.0% 
Corrections 1.04 1.95 0.91 87.3% 0.2% 
All Other 787.17 973.65 186.48 23.7% 32.4% 


Total $ 2,089.26 $ 2,665.32 $ 576.07 27.6% 





The major increases in federal funds for the Department of 
Public Health and Human Services are: 

e |mplementation of Families Achieving 
Independence in Montana (FAIM) Phase Il - 
$29.3 million 

e Funding changes and adjustments in public 
assistance benefits and administration - $5.3 
million 


Executive Expenditure Proposals 


e Medicaid caseload, utilization growth, and 
annualization of provider rate increases - $126.0 
million 

e Additional provider rate increases - $25.5 million 

e Increases in child care funding - $12.9 million 

e Increases in numerous federal grants and 
federally funded programs - $25.0 million 


Other major increases in federal funds include: 

e Increases in construction and maintenance in the 
Department of Transportation - $66.9 million 

e Federal grants in the Office of Public Instruction - 
$32.4 million 

e Section 8 housing in the Department of 
Commerce - $73.1 million 

e Accounting changes required by the Legislative 
Auditor - $161.4 million 


EXPENDITURE PROPOSALS BY PROGRAM AREA 


Governor Racicot proposes the following changes in state 
government expenditures, by program area. 


Figure 16 
General Fund Increases by Major Component 
2003 Biennium (in Millions) 


Executive Increase Percent Percent of 

Component Budget Over2001 Increase Increase 
K-12 Education* $995.77 $18.72 1.9% 8.7% 
Higher Education 280.07 28.44 11.3% 13.2% 
Human Services 531.92 70.56 15.3% 32.6% 
Corrections Q1T AT 31.58 17.6% 14.6% 
All Other 359.68 66.87 22.8% 30.9% 
Total $2,378.62 $216.17 10.0% 100.0% 


* Office of Public Instruction only 





Each program area is discussed in detail in the narrative 
that follows. 


HUMAN SERVICES (DEPARTMENT OF 
PUBLIC HEALTH AND HUMAN SERVICES) 


The Department of Health and Human Services 2003 
biennium budget request is $410 million greater than the 
2001 biennium expenditures and appropriation. The 
majority of the increase, $340 million, is in federal funds. 
General fund increases $70.5 million and state special 
revenues remain essentially unchanged. 


General fund support for the department decreases from 
28.7 percent of the 2001 biennium appropriation to 26.4 
percent of the 2003 biennium budget request. The 
decrease in general fund as a percentage of total funding 
is primarily due to requests that are funded entirely with 
federal and other funds. The largest of the requests are: 
e Federal funds for food stamp benefit costs - 
$103.3 million 
e Federal and state special revenue to budget for 
expenditures supported by drug rebates in the 
Medicaid program - $37 million 
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e Federal funds to implement the second phase of 
welfare reform known as FAIM Phase II - $29.3 
million 


The increases for both food stamp benefits and the drug 
rebate revenue are due to accounting changes requiring 
an appropriation for expenditures that have historically 
been non-budgeted expenditures. 


Another reason that general fund comprises a smaller 
share of the 2003 biennium increase shown in the agency- 
wide budget table is the change in the matching rate the 
state must pay for Medicaid benefits. The state Medicaid 
matching rate decreases from 27.84 percent in fiscal 2000 
to 27.12 percent fiscal 2002 and 26.98 percent in fiscal 
2003. Each 1 percent change in the federal matching rate 
for Medicaid benefits results in about a $4 million change 
in state Medicaid funding annually. 


Although many of the significant increases included in the 
2003 biennium budget request are funded with federal 
funds, general fund support for the department still rises 
about 15 percent ($70.5 million) above the 2001 biennium. 
Nine items comprise 84 percent of the general fund 
increase: 

e Medicaid caseload, utilization growth, and 
annualization of 2001 biennium provider rate 
increases - $24 million general fund ($151 million 
total funds) 

e 2003 biennium provider rate increases - $12.8 
million general fund ($41.2 million total funds) 

e Annualization of 2001 biennium mental health 
services cost overruns - $5.9 million general fund 
and 27 FTE ($35.8 million total funds) 

e Annualization of changes made in disability 
services programs during the 2001 biennium - 
$5.6 million general fund and 20.0 FTE ($11.1 
million total funds) 

e  Annualization of 2001 biennium start up and 
expansion of financial eligibility the Children’s 
Health Insurance Program (CHIP) in fiscal 2003 - 
$4.5 million general fund ($23.6 million total 
funds) 

e Child protective service enhancements - $3.4 
million general fund and 26.0 FTE ($4.5 million 
total funds) 
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e Reductions to the waiting list for developmental 
disability services - $2.0 million general fund 
($4.5 million total funds); 

e Overtime, holiday, and shift differential pay at 
state mental health institutions - $2.0 million 
general fund 

e General fund to offset federal fund reductions for 
foster care services - $1.9 million 


In addition to the three most significant federally funded 
proposals that comprise 50 percent of the increase in 
federal funds between the 2003 and 2001 biennia, federal 
funds also increase. due to: 
e Childcare funding increases - $12.9 million and 
3.0 FTE 
e Federal block grants for alcohol prevention, 
treatment, and needs assessments - $10.7 
million and 5.0 FTE 
e Federal funding for infant formula rebates and 
computer system enhancements in the Women, 
Infants, and Children nutrition program - $8.2 
million 
e Funding changes and adjustments in public 
assistance benefits and administration - $5.3 
million and 6.0 FTE 
e Child and adult food care program - $3.3 million 
and 3.0 FTE 
e Commodity and energy assistance grants - $2.8 
million and 2.0 FTE 


K-12 EDUCATION 


The Executive Budget includes a $50.8 million increase 
for K-12 public school education from the 2001 biennium 
to the 2003 biennium. The general fund increase is $18.7 
million over the biennium as compared to the 2001 
biennium. Federal funds increase $32.1 million between 
the two biennia. The general fund increase is due 
primarily to three factors: 

e An increase in BASE aid schedules of 3 percent 
in fiscal 2003 and a separate proposal to 
increase special education — $14.4 million 

e Greater school facility payments, a new loan 
repayment program for teachers, establishment 
of a statewide mentoring and induction program 
for teachers, and increases in administrative 
costs - $4.3 million 
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e Continuance of the Improving Montana Schools 
project - $2.2 million 


Offsetting the new proposals in the general fund for 
education is a decline of $2.8 million between the 2001 
biennium the 2003 biennium. The reduction is a 
combination of enrollment declines, a 6.6 percent 
schedule increase in fiscal 2001, changes in district tax 
bases in fiscal 2001, and declines in timber revenue for 
spending on technology? 


Federal funds increase $32.1 million between the 2001 
biennium and the 2003 biennium due to: 1) a $14.1 million 
increase in present law federal grants; and 2) $18.0 million 
in additional federal aid for reduced class-size initiative to 
hire more classroom personnel, an advanced placement 
initiative, and a school reform initiative to help low 
performing students. 


HIGHER EDUCATION 


The Executive Budget proposes a $39.1 million, or 10.9 
percent, increase in total state-appropriated funding for 
the Montana University System. The increase is driven 
primarily by the factors listed below. 

e Increased state support of $100 per student for 
resident students in fiscal 2002 and an additional 
$100 per resident student in fiscal 2003 - $7.5 
million 

e Additional funding for new and expanded student 
assistance programs - $2.2 million; and cost 
increases in other student assistance programs - 
$0.9 million 

e Increased instruction and fee waiver costs 
resulting from a projected biennial resident 
student enrollment increase of 735 in the 2003 
biennium - $2.6 million 

e Annualization of fiscal 2001 salaries and other 
statewide present law adjustments - $4.8 million 

e Increased federal grants administered in the 
Office of the Commissioner of Higher Education - 
$2.0 million 

e An accounting change recommended by the 
Legislative Auditor in the Guaranteed Student 


2 Because the distribution to schools program will require a 
supplemental of $10.4 million in fiscal 2001, the actual decline 
between present law costs in the 2003 biennium and actual 
expected total costs in the 2001 biennium is $13.2 million. 
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Loan program requiring the agency to record 
defaulted student loan dollar collections at gross 
value, rather than net, and the amount remitted 
to the U.S. Department of Education as an 
expenditure - $14.5 million 


DEPARTMENT OF CORRECTIONS 


For the 2003 biennium, the department is requesting total 
funds of $217.8 million, of which $211.2 million is general 
fund. This represents an increase in total funds of 17.9 
percent (17.6 percent general fund) from the 2001 to the 
2003 biennia. The majority of the requested increase of 
$33.1 million is to fund additional contract beds in private 
and regional facilities and to increase the number of pre- 
release beds. Adult male inmates are projected to 
increase by 947 from the actual fiscal 2000 year-end 
inmate population of 7,024 to 7,971 in fiscal 2003. The 
adult female inmate population is projected to grow from 
an actual fiscal 2000 year-end total of 1,990 to 2,247 at 
the end of fiscal 2003, an increase of 257. 


The major increases are: 

e House inmates in contract beds - $10.5 million 
over a base of $31.3 billion. Regional prison 
beds are projected to increase from 406 in fiscal 
2000 to 536 in fiscal 2002 and 560 in fiscal 2003. 
The population at the private prison in Shelby will 
be increased from 426 in fiscal 2000 to 492 in 
fiscal years 2002 and 2003. At the end of the 
2003 biennium, the executive budget projects 
that 44 percent of the adult male secure custody 
population will be housed in non-state operated 
prison facilities, up from 38 percent in fiscal 2000. 

e Expand the number of pre-release beds - $6.9 
million. The executive is proposing to add 30 
additional male beds in pre-existing facilities in 
fiscal 2002. In addition, the proposal provides for 
an additional 40 ‘tegular and 40 chemical 
dependency beds for males, and 20 new 
chemical dependency beds for females in fiscal 
2003. Further, the executive added a 2.0 percent 
increase for inflation in fiscal 2002 and 4.0 
percent in fiscal 2003 for prerelease costs. 

e Add 59.0 modified FTE (28.0 in Probation & 
Parole and 31.0 at MSP) and a probation and 
parole treatment plan, added by the department 
in the fall of 1999 - $4.6 million. 
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e Fund a pay exception provided to correctional 
Officers to address recruitment and retention 
issues - $3.4 million. 

e Pine Hills Youth Correctional Facility - $2.5 
million; the majority intended to cover increased 
operating costs due to increased populations. 

e Montana Women’s Prison for 21.0 new FTE to 
staff the prison expansion - $1.4 million. 


“ALL OTHER” (GENERAL GOVERNMENT) 


“All Other’ consists of those agencies that do not fall into 
any of the categories listed above. General fund 
increases 22.8 percent, and total funds increases 16.3 
percent in this category. 


The increase in general fund is dominated by one 
adjustment. 

e The Department of Revenue for local 
government reimbursements as a result of the 
passage of SB 184 - $39.3 million 

e The Department of Military Affairs - $3.2 million 
general fund for multiple purposes, including 
continuation of the Project Challenge and the 
National Guard Scholarship Programs (both were 
made one-time-only by the 1999 legislature and 
were removed from the base for comparison 
purposes) 

e The Departments of Environmental Quality, 
Natural Resources and Conservation, and 
Justice - $12.1 million for a variety of 
adjustments, primarily in present law 


Major adjustments in other funds include: 

e Department of Transportation increased 
construction and maintenance - $92.9 million 
total funds 

e Department of Commerce federal Section 8 
Housing grants - $73.1 million . 


EXPENDITURE PROPOSALS BY LEVEL OF SERVICE 


This section discusses the Executive Budget from the 
viewpoint of present law adjustments and new proposals. 
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e Department of Environmental Quality potential 
bond forfeitures — ($36.0 million) 


FTE 


Governor Racicot proposes to add 541.54 FTE, a 5.2 
percent increase over the FTE level funded by the 1999 
legislature. (This figure does not include any FTE that 
would be added in proprietary funded programs.) The 
increase is predominantly in three agencies. 

e The Department of Corrections would add 96.85 
FTE by fiscal 2003, which would increase 
department total FTE by almost 9.5 percent. The 
major increases are: 

» 59.0 FTE additional correctional officers 
added as modified positions in the 2001 
biennium 

= 21.0 FTE to staff the expanded Montana 
Women’s Prison 

e The Department of Public Health and Human 
Services would add 145.9 FTE. Because this 
agency has a base of 2701.79 FTE, this increase 
is 5.4 percent. The major increases are: 

= 18.75 FTE for child protective services, 
and an additional 4.0 FTE for adult © 
protective services 

» 27.0 FTE (added as modified positions 
in the 2001 biennium) for the Montana 
State Hospital based on a higher than 
anticipated population, and an additional 
6.0 FTE for the general fund portion of 
mental health services 

= 20.0 FTE for the Montana 
Developmental Center, based on a 
higher than anticipated population 

e The Montana Department of Transportation adds 
111.0 FTE, including 26.0 temporary FTE for 
maintenance 


Figure 17 shows the proposed increases by level of 
service. 


* As categorized by the executive. 
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Figure 17 
Executive Proposal 
New Proposals and Present Law Adjustments 
2003 Biennium, in Millions 


General 
Fund 


Total 
Component 


Present Law Adjustments $148.9 
New Proposals 67.3 


Total 


$216.2 





PRESENT LAW ADJUSTMENTS 


Present law is defined in statute as “the level of funding 
needed under present law to maintain operations and 
services at the level authorized by the previous 
legislature...” 


Since present law is, by definition, for those changes in 
costs due primarily to workload/caseload issues, most 
adjustments should be minor. There are three primary 
exceptions: 1) the Department of Public Health and 
Human Services, since all increases in benefits due to 
caseload and inflation growth are considered present law; 
2) the Department of Corrections, where changes to 
respond to increasing populations are generally 
considered present law; and 3) K-12 and higher education 
enrollment changes. 


K-12 and higher education enrollments are either 
expected to grow slowly or, in the case of K-12, actually 
decrease. After several biennia of uncharacteristically low 
growth, Medicaid caseloads in the Department of Public 
Health and Human Services appear to be increasing. 
Department of Corrections populations are also continuing 
to increase. In the 2003 biennium, a fourth element is 
added by the local government reimbursements 
authorized by SB 184. The significant increases in these 
four areas are summarized below: 

e Medicaid cost increases and annualization of 
provider rate increases provided by the 1999 
legislature will cost $151.0 million ($24.0 general 
fund) 

e Increases in corrections populations are 
budgeted at $19.9 million general fund 

e Increases to fund the addition of FTE in the 
Department of Corrections cost $9.4 million 
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e Enrollment increases in the Montana University 
System are budgeted at $2.6 million 

e Full funding of local government reimbursements 
in the Department of Revenue total an additional 
$39.3 million 


Present law also includes the costs to annualize the pay 
plan adopted by the 1999 legislature, to fully fund other 
personal services (minus a vacancy savings rate), and a 
large number of adjustments made to individual agencies. 
For a discussion of issues identified with the classification 
of some of these proposals, please see the Executive 
Budget — Other LFD Issues section, page 79. 


NEW PROPOSALS 


New proposals are defined as “requests to provide new 
non-mandated services, to change program services, to 
eliminate existing services, or to change sources of 
funding...” The executive is proposing $364.7 million total 
funds (including $67.3 million general fund) over the 
biennium in new proposals. An accounting change 
accounts for over $103 million of this adjustment. 


Figure 18 shows the distribution of general fund new 
proposals in the Racicot budget. As shown, education 
and human services receive 85.9 percent of all proposed 
increases. 
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Figure 18 
Distribution of General Fund New Proposals 
Proposed Executive Budget 
2003 Biennium 


All Other 


K-12 Education 
: 30.1% 


Corrections _ 


Human Services 


35.1% hahaa nat Higher Education 
18.8% 





Figure 19 shows the distribution of all new proposals, Human Services receives almost half of all requested 
minus accounting adjustments, in the Executive Budget. increases. 
This figure shows that the Department of Health and 


Figure 19 
Distribution of Total Funds New Proposals 
Proposed Executive Budget 
2003 Biennium 


All Other K-12 Education 


Corrections 
Higher Education 
16.7% 


Human Services 
49.6% 
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Major new initiatives proposed by the Governor: and 
funded with general fund include the following: 


Provider rate increases in the Department of 
Public Health and Human Services - $12.8 
million ($41.2 million total) 

Child Protective Services and reduction in the 
disability services waiting list - $5.4 million 

An increase in state support for the Montana 
University System equal to $100 per student in 
fiscal 2002 and an additional $100 per student in 
fiscal 2003 - $7.5 million 

A 3 percent increase in fiscal 2003 in the BASE 
aid schedules in the Office of Public Instruction, 
and a separate special education increase - 
$14.4 million 

Continuation of the Project Challenge and the 
National Guard Scholarship programs in the 
Department of Military Affairs (the 1999 
legislature made both of these program one-time- 
only) - $2.6 million 
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Several major new proposals are structured so that the full 
biennial cost of implementation is not realized until the 
next biennium. Provider rate increases, additional student 
support in the Montana University System, and an 
increase in K-12 BASE aid will all place a greater burden 
in the 2005 biennium than in the 2003 biennium, as shown 
in Figure 20 below. 


Figure 20 
2005 Biennium Implementation Costs 
Selected Proposed New Proposals 
2003 Biennium 


--- General Fund --- 
2003 2005 


New Proposal Biennium Biennium 


Provider Rate Increases* $12.8 $16.9 
MUS Increased Student Support** 5 10.0 
K-12 BASE Aid** 14.4 28.8 


Total $34.7 $55.7 


“Assumes constant caseload. 
“Actual 2005 biennium costs dependent upon enrollment. 
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INTRODUCTION 


This section discusses several stand-alone features of the 
Executive Budget that either do not pertain to any one 
agency, or which impact several agencies. These 
proposals are listed below and discussed in more detail in 
the following pages. 


HIGHLIGHTS 


Supplemental Appropriations - Fiscal 2001. 
The  executive’s preliminary supplemental 
recommendation totals $108.6 million, of which 
$80.8 million is general fund, the highest 
supplemental request in the last eight biennia. 
Executive Pay Plan. The executive is proposing 
a $72.0 million ($30.1 million general fund) pay 
plan for state employees in the 2003 biennium. 
Vacancy Savings. The executive has applied a 
3 percent vacancy savings rate to all personal 
services except insurance contributions. Vacancy 
savings reductions total $28.6 million over the 
2003 biennium, of which about $12.0 million 
would come from the general fund. 





Governor’s Economic Development Program. 
The economic development plan in the Executive 
Budget is, for the most part, a continuation of 
initiatives approved by the legislature in the May 
2000 Special Session. 

Fixed Costs. In each agency budget, fixed costs 
refers to costs for services from several 
programs within state government that provide 
services to other functions of state government, 
for which they charge a fee. Fixed costs increase 
by over $17 million in the 2003 biennium. 
Inflation/Deflation. Applying inflation to only 
selected expenditure categories and 
underestimating others does not maintain the 
same level of buying power for state agencies as 
fiscal 2000 and, therefore, statutory present law 
is not maintained. 

Long-Range Planning Proposals. The 
Governors request for Long-Range Planning 
includes a total of $255.8 million for grants, 
loans, capital projects, and __ information 
technology. 


SS 
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SUPPLEMENTAL APPROPRIATIONS 


Supplemental appropriations are used to increase existing 
spending authority for a fiscal year. The supplemental 
appropriations requested by the executive are for 
additional funding applicable to the current year, fiscal 
2001. The original budget for fiscal 2001 was approved 
by the 1999 legislature. 


The executive’s preliminary supplemental 
recommendation totals $108.6 million, of which $80.8 
million comes from the general fund. As shown in 
Figure 21, with the exception of the 1987 biennium, this 
is the highest supplemental request made during the 
last eight biennia. However, as discussed in the LFD 
Issue, a portion of the funds included for fire 
suppression will not be needed in this bill. 


Figure 21 
General Fund Supplementals 
1987 to 2001 Biennia 


Biennium Millions 
1987 
1989 
1991 
1993 
1995 
1997 
1999 
2001 - Requested 


$32.7 
IZA 
20.4 
82.2 
2 
14.2 
11.5 
80.8 





Figure 22 provides detail on the executive’s requested 
supplemental appropriations. As shown, funds are 
being requested for a number of agencies. 


Three supplemental appropriations make up almost 99 

percent of the general fund requests and the request 

totals: 

1. Mental health and Medicaid cost increases in the 
Department of Public Health and Human Services; 

2. Fire suppression costs in the Department of Natural 
Resources and Conservation; and 

3. K-12 BASE Aid and timber harvest expenditures in 
the Office of Public Instruction. 


Because fire suppression costs are not budgeted by the 
legislature, fire costs are expected in some degree each 
biennium (total costs were over $10 million in the 1999 


biennium). 


However, this fire season was especially 


severe. Supplemental requests from DPHHS and OPI, 
however, have not been “standard” occurrences in recent 


bienna. 


Figure 22 
Proposed Supplemental Appropriations 
Fiscal 2001 


General State Federal 


Agency/Purpose Fund Special Special Total 


Governor's Office 
Change in Administration $ 
State Auditor 
Change in Administration 
Revenue 
Change in Administration 
Administration 
Day Care Center 
Public Health and Human Services 
Medicaid Primary Care 
Mental Health 
Natural Resources and Conservation 
Fire Costs* 
Other Fire and Rehabilitation Costs** 
Change in Administration 
Agriculture 
Change in Administration 
Justice 
Change in Administration 
Labor and Industry 
Change in Administration 
Military Affairs 
Change in Administration 
Office of Public Instruction 
K-12 BASE Aid\Timber Harvest 
Change in Administration 
Montana Historical Society 
Scriver Collection 
Archive Change in Administration 


144,748 $ 
3,582 


35,575 


2,815,616 
11,212,392 


7,554,977 
20,090,240 


13,183,707 
42,000,000 
12,260 
23,154 


134,927 


18,251 


10,422,800 
153,249 


249,923 
350,000 


Total 


144,748 
66,099 
35,575 


17,500 


10,370,593 
31,302,632 


13,183,707 
42,000,000 


12,260 
46,308 
194,983 
10,360 


18,251 


10,422,800 


153,249 


249,923 


350,000 


$ 80,760,184 $ 163,227 $ 27,655,577 $ 108,578,988 


*Of the total, $7.1 million is requested in HB 3 (the general supplemental bill) and $6.05 million is requested in HB 17 


(a proposed "emergency" supplemental bill). 
“Includes $20.8 million in unknown fire and forest rehabilitation costs. 


MENTAL HEALTH AND MEDICAID 





The Department of Public Health and Human Services 


seeks a supplemental appropriation for increases in: 


1. Non-mental health Medicaid services - $4.2 million; 
2. Mental health Medicaid services - $7.5 million; and 
3. Montana State Hospital and community mental health 


services - $8.5 million. 


The department estimates that various cost savings 
measures will save $6.1 million, for a net general fund 


cost of $14.0 million. 
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A complete discussion of the supplemental request is 
included in the narrative for the Department of Public 
Health and Human Services in Volume 3 of the Legislative 
Budget Analysis. 


FIRE SUPPRESSION 


The legislature does not appropriate for the costs of fire 
suppression in the General Appropriations Act and does 
not assume any costs when projecting the ending fund 
balance. Instead, all costs of fire suppression are 
requested of the next legislature as supplemental 
appropriations. Figure 23 shows that fire suppression 
costs have fluctuated widely in the last several biennia. 


Figure 23 
Wildfire Suppression Costs 
General Fund 
in Millions 


Supplemental 
Appropriations 


Statutory 
Biennium Appropriations —_ Total 
1983 $0.80 
1985 2.90 
1985 : 3.74 
1989 12.64 
1991 : 0:05" ~ 3:05 
1993 f 196 9.90 
1995 8.92 24.42 
1997 : 3.10 7.57 
1999 10.55 
2001* $6.20 $61.38 


“Executive request 





The amount requested by the executive represents 
anticipated state costs for fire suppression that must be 
met in the 2001 biennium fire season, and consists of 3 
parts: 

1. $6.1 million in HB 17 to replace $4.1 million in funding 
to the Department of Natural Resources and 
Conservation, which was transferred to fiscal 2000 to 
meet fire costs. An additional $2.0 million was 
transferred from the Water Resources Division. The 
executive will ask for expedited passage of this 
legislation; 

2. $7.1 million for known costs not reimbursable by other 
parties; and 

3. $42.0 million for other costs 
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The third category includes two kinds of 
funds: 1) reimbursements from the Federal 


ISSUE 
Emergency Management Agency (FEMA) - 
approximately $37 million; and 2) other costs not yet 
identified. The total net cost to the state for fires in the 


2001 biennium is anticipated to total approximately $17 
million. 


There are two levels of FEMA reimbursements: 1) funds 
already received; and 2) funds anticipated but not yet 
received. Some FEMA funds will not be received until 
fiscal 2002. Because agencies must pay bills in fiscal 
2001 prior to receipt of FEMA reimbursements, the 
supplemental bill must contain general fund authority to 
allow payment. However, the supplemental bill does not 
need to contain authority for expenses already reimbursed 
by FEMA. These costs have been accounted for in 
statutory appropriations, with a corresponding increase in 
general fund revenue. Therefore, the supplemental bill 
can be reduced by those payments. 


The actual amount of FEMA reimbursements received by 
the state prior to adjournment of the legislature will be 
updated throughout the session. 


A complete discussion of the anticipated supplemental 
costs resulting from fire costs is included in the narrative 


for the Department of Natural Resources and 
Conservation in Volume 4 of the Legislative Budget 
Analysis. 





K-12 BASE AID AND TIMBER HARVEST 


The executive is recommending the addition of $8.9 
million with which to meet. statutorily-set spending 
amounts for BASE aid to school districts. The costs are 
the result of legislative changes in taxable value and in 
non-levy revenues. The executive also adds $1.5 million 
in authority to expend state lands timber harvest monies 
for technology acquisition, as there has been an increase 
in revenue from that source. 


A complete discussion is included in the narrative of the 


Office of Public Instruction in Volume 4 of the Legislative 
Budget Analysis. 
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CHANGE IN ADMINISTRATION 


Figure 24 isolates the supplemental appropriations 
requested to pay staff termination costs in certain 
agencies resulting from the change in administration. 


Figure 24 
Change in Administration Proposed Supplemental Appropriations 
Fiscal 2001 


General State Federal 


Agency Fund Special Special Total 


Agencies Headed by Elected Officials 

Governor's Office $ 144,748 $ 144,748 
State Auditor 3,582 62,517 66,099 
Justice 134,927 60,056 194,983 
Office of Public Instruction 153,249 153,249 


Other Agencies 

Revenue 35,575 35,575 
Natural Resources and Conservation 12,260 12,260 
Agriculture 23,154 46,308 
Labor and Industry 10,360 10,360 


Military Affairs 18,251 18,251 


Total $ 525,746 $ 145,727 $ 10,360 $ 681,833 


Please note that the amount requested for the Montana 
Historical Society would not be utilized for termination 
costs, but instead would be used for archival costs relative 
to the cumulative change in administration. The remaining 
costs would cover the termination costs of personnel. 


The executive has indicated that these are preliminary 
figures and therefore subject to change as staff 
termination implications become better known. The 
amounts requested represent “worst case scenarios” for 
these agencies. Staff turnover is not anticipated at “worst 
case” levels in most instances. However, the legislature 
may wish to closely examine the necessity of any 
supplemental appropriation in most of these instances 
before making its final determinations on this bill. 
Because term limits ensured turnover in elected officials, 
the potential for termination costs was not unknown. Some 
planning for these costs could have been accomplished. 
Additionally, in some instances the requested amounts 
represent a very small portion of the budgets experiencing 
the impact. 


REQUIREMENT TO REDUCE 
EXPENDITURES 


The 1993 legislature passed legislation requiring that, in 
order to receive a supplemental appropriation in the first 
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year of the biennium, agencies must detail how 
expenditures in the second year of operation would be 
reduced to contain total expenditures within the biennial 
appropriation. In fiscal 2000, among the programs 
requesting that appropriation authority be moved from the 
first year to the second was the Montana Historical 
Society. Since the executive is requesting $249,923 for 
this program in fiscal 2001, this program did not reduce 
expenditures in fiscal 2001 to cover the costs of the 
supplemental appropriation in fiscal 2000. The Montana 
Historical Society had indicated to the Legislative Finance 
Committee that it would seek a supplemental 
appropriation in order to replace those funds. | 


The individual supplemental requests are discussed in 
more detail in the individual agency narratives in the 
Agency Budget Analysis section of the Legislative Budget 
Analysis. 


OTHER POTENTIAL SUPPLEMENTAL 
APPROPRIATIONS ~ 


Since the finalization of the Executive Budget, three other 
issues have surfaced that may impact the amount 
requested in supplemental legislation. 


Department of Corrections 


At the time of publication, the executive had not 
recommended a supplemental appropriation for the 
Department of Corrections, even though the department 
anticipates that as much as $4.5 million may be 
requested. 


The department made several decisions relative to the 
2001 biennium that may have contributed to the potential 
supplemental, including the addition of 59.0 FTE and 
providing a pay exception for correctional officers. 
Additionally, the distribution of male inmates to private, 
contracted beds and away from less expensive custody 
types contributed to the cost overrun. 


A complete discussion is contained in the narrative for the 
Department of Corrections in Volume 4 of the Legislative 
Budget Analysis. 


Public Health and Human Services 


As stated earlier, the Executive Budget includes a request 
for $14.0 million from the general fund to accommodate 
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increased Medicaid and mental health expenditures. 
Subsequent to publication of the Executive Budget, the 
department produced documents showing additional cost 
overruns of $1.4 million. Neither the department nor the 
executive has indicated whether an _ additional 
supplemental appropriation will be requested. 


The additional projected cost overruns fall into the 
following areas: 


1. increased Medicaid costs - $85,635; 

2. Child and Family Services Division administration - 
$264,660; 

3. additional programming costs - $246,463; 

4. additional community services in the Disability 
Services Division - $611,133; and 

5. other miscellaneous costs - $176,064. 
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A complete discussion is contained in the narrative for the 
Department of Public Health and Human Services in 
Volume 4 of the Legislative Budget Analysis. 


Department of Justice - Extradition and 
Transfer of Prisoners 


At the time of this writing, the Governor was examining a 
possible over-expenditure in this program, the amount of 
which would fall between $14,000 and $25,000. The 
program reimburses county sheriffs for allowable 
expenses associated with transporting prisoners to 
Montana detention centers, as well as for expenses 
associated with extraditing prisoners to Montana. The 
Governor's Office oversees these expenditures and bills 
the Department of Justice. 


EXECUTIVE PAY PLAN PROPOSAL 


The executive is proposing a $72.0 million ($30.1 million 
general fund) pay plan for state employees in the 2003 
biennium. This pay plan is the highest requested by the 
Racicot administration in four biennia and consists of two 
components. 


1. An across-the-board 4 percent increase in salary for 
all employees, beginning October 1, and 
2. An increase in insurance contributions of $30 per 


month in calendar 2002. 


Figure 25 shows the total cost of the proposed pay plan in 
the 2003 biennium, by component 


Figure 26 shows the allocation of proposed funding by 
element and year. 


Figure 26 


Figure 25 
Proposed Executive Pay Plan 
2003 Biennium 


Biennium 
General 
Fund 


Total 


Component Funds 


$24,040,604 
6,059,396 


$57,486,594 
14,489,765 


4 Percent Salary 
Insurance 


Total $30,100,000 $71,976,359 





Total Appropriations by Branch 
2003 Biennium 


Fiscal 2002 
General Total 
Fund Funds 


$ 150,307 $ 
0 
95;711 
4,477,047 
42,272 
3,539,813 


180,867 
9,829 
106,499 
12,811,309 
42,272 


Legislative Branch 
Consumer Counsel 
Judiciary 

Executive Branch* 
Teacher Pay Plan** 
University System 


Total $ 8,305,150 $ 19,784,608 


*Appropriated to OBPP for allocation among agencies. 
**Appropriated to OBPP. 


Legislative Budget Analysis 2003 Biennium 


6,633,832 


General 
Fund 


$ 


261 


12,114,365 
108,334 
8,908,683 


402,024 $ 


Fiscal 2003 
Total 
Funds 


Biennium 
General 
Fund 


Total 
Funds 


482,912 $ 
25,902 
290,914 
34,588,256 
108,334 
16,695,433 


552,331 $ 
0 
357,155 
16,591,412 
150,606 
12,448,496 


663,779 
35,731 
397,413 
47,399,565 
150,606 
23,329,265 


0 
444 


$ 21,794,850 $ 52,191,751 $ 30,100,000 $ 71,976,359 
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The executive also includes a biennial appropriation 
comprised of $1.0 million from the general fund and $3.0 
million in other funds. This appropriation would be used as 
a contingency in the event that agencies have insufficient 
appropriations to meet all personal services costs. 


BACKGROUND 


State statutes contain pay matrices from which the 

salaries of individual employees are derived. The matrix 

currently in use for most state employees was instituted by 
the 1991 legislature and consists of three elements: 

1. The employee’s grade. Grade is a function of the 
type of work performed, and the skills and knowledge 
necessary to meet the requirements of the job. 

2. Entry salary. Entry salary is the salary at which 
someone newly hired by the state would begin 
(exceptions exist for medical professionals and those 
in occupations with demonstrated recruitment and 
retention difficulties). 

3. Market salary. Market salary is defined in statute as 
“the midpoint in a pay grade... based on the average 
base salary that other employers pay to employees in 
comparable occupations as determined by the 
department's salary survey of the relevant labor 
market.” 


There are currently 13 grades in the pay matrix by which 
most state employees are paid. Figure 27 illustrates the 
principles involved by using a sample using current (fiscal 
2001) matrix elements. 


Figure 27 
Sample of State Pay Matrix 
Fiscal 2001* 


Entry Market 


Grade Salary Salary 


8 $15,748 
13 24,286 
17 35,036 


$18,834 
29,403 
42,833 





As stated above, the Department of Administration is 
required to conduct a survey to determine market salaries 
as paid by other employers. The department contracts 
with a private firm, which samples Montana private and 
local government employers. The department also 
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receives data on the salaries of state employees in the 
four contiguous states. 


4 PERCENT SALARY INCREASE 


The executive proposes a 4 percent raise in all state 
employees’ salaries during fiscal 2002, with a further. 4 
percent increase during fiscal 2003, regardless of grade or 
type of work. The only exception would be those 
employees currently within 4 percent of the maximum 
salary for their grade; these employees would receive a 
smaller increase. The increase would take effect: 

e during the first full pay period that includes 
October 1 for all employees who began 
employment prior to September 30, 1994; and 

e on the employee’s anniversary date of 
employment for all others. 

For purposes of calculating costs, the executive calculated 
the average date for the increase as November 1. 


The entry and market salaries in the pay matrices would 
be adjusted by 4 percent. Therefore, employees would 
receive an increase, but would not progress closer to 
market salary. 


Figure 28 uses the grades shown in Figure 27 to show the 
pay matrix that would be in effect on October 1, 2001 
(fiscal 2002). 


Figure 28 
Sample of State Pay Matrix 
Proposed Adjustment 
Fiscal 2002* 


Entry Market 


Grade Salary Salary 


8 $16,283 
13 25,112 
17 36,227 


$19,474 
30,403 
44,289 





ISSUES FOR LEGISLATIVE CONSIDERATION 


There are several issues for consideration by the 
legislature in examining the pay plan. 
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Insurance 


According to the executive, due to increases in health 
insurance costs, the additional cost to make employees 
“whole” (maintain the same level of coverage at the same 
out-of-pocket expenses) would be $51 per month in fiscal 
2002 and a further $55 per month in fiscal 2003. The 
average state employee would see a greater out-of-pocket 
cost if he/she is to maintain consistent health insurance 
coverage. (Please be advised that these are average 
numbers. A number of factors influence the totals as well 
as the impact on any individual employee.) 


Future Costs 


As stated, the 4 percent general increase for state 
employees and the increase for insurance are phased in 
over the biennium. Consequently, the full biennial cost of 
implementing the plan is not reflected in the requested 
appropriation. | Figure 29 shows the costs of full 
implementation for the 2005 biennium, as well as the 
projected increase over the requested 2003 biennium 
appropriation. 


Figure 29 
Costs of Proposed Pay Plan 
2005 Biennium 


Salary Executive 


Adjustment Insurance Total Request Difference 


$40,016,006 $11,212,067 
55,912,983 16,467,733 


$51,228,073 $30,100,000 $21,128,073 
72,380,716 41,876,359 30,504,357 


General Fund 
Other Funds 


Total $95,928,989 $27,679,800 $123,608,789 $71,976,359 $51,632,430 


Contingency Fund 


As stated, the executive is proposing a_ biennial 
contingency fund of $1.0 million general fund and $3.0 
million other funds. The Office of Budget and Program 
Planning would provide funds to agencies unable to meet 
personal services expenditures. 


The legislature has provided a contingency fund for 
several biennia. The 1999 legislature established a 
$700,000 general fund and $950,000 other funds 
contingency. Figure 30 shows allocations of the 
contingency fund through December 1, 2000. As shown, 
little of the fund has been used. 
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Figure 30 
Allocations of the Personal Services Contingency 
2001 Biennium 
General Other 
Agency Fund Funds 


$20,000 $0 
11,768 
25,591 


Crime Control Division 
Montana Arts Council 
Montana Historical Society 


Total $57,359 $0 


1. Under appropriations law, as long as the purpose for 
which the appropriation is provided is met, any 
excess funds can be transferred to other uses (the 
Legislative Finance Committee must review proposed 
transfers if certain conditions are met, but cannot 
prevent transfers from taking place). Given the 
proposed size of the contingency fund, if approved, 
the legislature may wish to place restrictions on the 
appropriation to prevent the transfer of any excess 
funds to other uses: 

2. The proposed pay plan bill contains the following 
language: 


“The [contingency fund] if appropriated for the biennium to 
the Office of Budget and Program Planning to be 
distributed to other agencies when personnel vacancies 
do not occur, retirement costs exceed agencies resources, 
or other contingencies arise. [emphasis added]” 


This language allows the contingency to be used for any 
circumstance under which the agency is unable to meet 
personal services expenses. As a consequence, uses of 
the fund may not conform to legislative action or concerns. 
For example, in the 1999 biennium, the contingency was 
used to fund pay increases in Governor's Office personal 
staff specifically reviewed but not funded by the 
legislature. Nor does the executive propose that any 
interim legislative committee review allocations. 


The legislature may wish to specify the circumstances 
under which the contingency fund may or may not be 
used, and assign review of the allocations of the fund to 
the Legislative Finance Committee. 
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Recruitment and Retention 


When the entry and market salary matrix was established, 
one of the legislature’s goals was to address recruitment 
and retention issues. Their intent was to provide a means 
by which employees with the requisite experience could 
move closer to market salary levels over a period of time. 
The 1995 legislature instituted a “market grid” mechanism 
that, in part, allowed the legislature to target and 
differentiate certain grades for increases. 


As stated, the executive proposes (as it did in the 2001 
biennium) to provide a uniform, general increase to 
employees, without regard to grade or type of work. 
Consequently, the pay plan does not address issues of 
retention and recruitment. At the same time, the state has 
other mechanisms by which to address recruitment and 
retention difficulties. Most.notably, section 2-18-303, MCA 
provides the mechanisms that follow. 

e The Department of Administration may develop 
and implement an alternate pay and classification 
plan for certain classes, occupations, and work 
units. Pay of these employees can be 
established and changed based on demonstrated 
competencies and accomplishments and other 
Situations as identified by the Department of 
Administration. (Currently, statute allows for this 
mechanism through demonstration projects. The 
department is requesting elimination of the 
“demonstration” requirement.) 


This concept is known as “broad banding”. While 
broad banding is not designed specifically to 
address recruitment and retention issues, it does 
provide greater flexibility to employers facing 
these issues. Therefore, while broad banding 
does not inherently result in higher salaries, the 
experience of state government as of this writing 
is that salaries in general have increased. 


e The Department of Administration can develop 
programs that enable it to mitigate problems 
associated with recruitment, retention, transfer, 
or other exceptional circumstances. If, after 
review, the department finds that substantial 
problems exist relative to recruitment and 
retention because of “inadequate salaries when 
compared to competing employers,” it can 
establish criteria allowing an adjustment in pay or 
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classification through which to mitigate the 
problem. 


The department provided an alternate pay plan for: 

e information technology professionals throughout 
state government, but primarily in the 
Department of Administration's Information 
Services Division; and 

e engineers in the Department of Transportation. 


The legislature has provided these mechanisms in part to 
provide flexibility to state government with which to 
address emergent and systemic issues of retention and 
recruitment. Therefore, the legislature should be aware 
that adjustments in salary for a class of employees upon 
which a review has been conducted under these statutes 
could take place during the interim. Such adjustments are 
not overtly reviewed by the legislature prior to enactment. 
Additionally, once these adjustments have been made, the 
legislature cannot reduce employee salaries, though it can 
take other budgetary actions that would have the effect of 
requiring the agency to fund the increase without 
accessing additional funds. 


Changes in Recent Biennia 


A number of changes have taken place in the last two 
biennia that are not reflected in the actual pay plan 
legislation presented to the legislature. These changes 
must be funded within an agency’s existing appropriations 
during the interim, but are built into the personal services 
budgets in the following biennium. Two of the most 
notable examples include: 

1. The Department of Corrections provided an increase 
of $1 per hour in fiscal 2001 with an additional $1 per 
hour in fiscal 2002 for all corrections officers. Total 
costs of the adjustment are estimated at $5.9 million 
general fund in the 2003 biennium. For a further 
discussion, see the narrative for the Department of 
Corrections in Volume 4, Section D of the Legislative 
Budget Analysis. 

2. The Department of Fish, Wildlife, and Parks 
conducted an agency-wide broad band study, after 
which it provided an increase to most of its 
employees. The overall cost of this increase was over 
$850,000 each year. For a further discussion of this 
pay plan, please see the narrative for the Department 
of Fish, Wildlife, and Parks in Volume 4, Section C of 
the Legislative Budget Analysis. 
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According to the Department of Administration, it is 
currently working on a number of broad brand projects 
within context of a number of agencies, including the 
Departments of Revenue and Commerce. 


Teachers Pay Matrices 


Under current statute, teachers’ pay at state facilities is 
included by statute in pay matrices. The current matrices 
provide for pay based upon experience and education 
levels, practices common to local school districts. 
Generally speaking, teachers have received the same 
increases provided other state employees during the last 
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two biennia. Exceptions have been made by the 
legislature in some instances in which disparities between 
state salaries and those of competing local districts were 
addressed. The executive includes funding (HB 13) with 
which to provide teachers with the same 4 percent 
increase that will be provided other state employees. 


The executive proposes eliminating the pay matrix for 
teachers, instead allowing the alternative practice of 
establishing teachers’ salaries through administrative rule 
and collective bargaining. 


VACANCY SAVINGS 


Vacancy savings is the difference between the cost of fully 
funding a position for the entire year and the actual cost of 
authorized employee positions during that period. A 
vacancy savings reduction, usually a percentage reduction 
from full funding, has been applied to budgets in prior 
years in recognition of the fact that staff turnover and 
vacancies often result in personal services expenditures 
lower than appropriated. This section outlines the 
executive’s proposal for vacancy savings, and raises an 
issue as to whether the legislature wishes to apply further 
vacancy savings on certain positions. 


EXECUTIVE PROPOSED VACANCY 
SAVINGS 


The executive has applied a 3 percent vacancy savings 
rate to all personal services except insurance 
contributions. The rate is applied to all positions in the 
state government with the following exceptions. 

Agencies with fewer than 20 FTE; 

University system faculty; 

Elected officials; 

The legislative branch; and 

The judicial branch. 


> ee DS Ge 


The executive has applied vacancy savings to on-going 
positions and those proposed for inclusion by present law 
adjustments or new proposals. 


Vacancy savings reductions total $28.6 million over the 
2003 biennium, of which about $12.0 million would come 
from the general fund. 


PERSONAL SERVICES CONTINGENCY 


Vacancy savings are assessed against personal services 
budgets on the assumption that actual vacancy savings 
will be sufficient to cover the reduction. Sometimes, 
agencies don’t generate enough actual vacancy savings, 
which results in a budget shortfall. 


In order to assist agencies that have insufficient authority 
to meet all personal services costs in the 2003 biennium, 
the executive is proposing a contingency fund including 
$1.0 million general fund and $3.0 million other funds. 
Agencies experiencing this problem would have to apply 
to the Office of Budget and Program Planning for these 
funds during the biennium. 


The legislature provided $700,000 general fund and 
$950,000 other funds for a contingency fund for the 2001 
biennium. The following figure shows the allocations of 
general fund from the contingency through December 1, 
2000 (fiscal 2001). 
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As shown in Figure 31, only three agencies received 
funding, which totaled $57,355 from the general fund 
contingency. No funds have been allocated from the 
“other funds” contingency. 


Figure 31 
Allocations of the Personal Services Contingency 
2001 Biennium 
General Other 
Agency Fund Funds 


Crime Control Division $20,000 $0 
Montana Arts Council 11,768 
Montana Historical Society 25,591 


Total 


$57,359 $0 
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VACANCY SAVINGS ON NEW POSITIONS 


The Executive Budget proposes an 
LFD additional 493.46 FTE in fiscal 2002 and a 
ISSUE further 48.08 (total 541.54) FTE in fiscal 
2003 over the 2001 level anticipated by the 
legislature through new proposals and present law 
adjustments. (Please note that a portion of this increase 
consists of FTE added by the executive during the 
interim.) The executive applies the 3 percent vacancy 
savings rate to these positions, but in essence assumes 
that all positions will be filled on the first day of fiscal 2002 
(July 2, 2001). 


Since the hiring process is often time consuming, some 
vacancy savings (at times significant) can be presumed 
during the hiring process or while programs are being 
established. 


The 1997 legislature applies a 25 percent vacancy 
savings rate on all new positions during the 1999 
biennium. 


Options: 

1. Apply a 25 percent vacancy savings rate to all new 
positions authorized in HB 2 in fiscal 2002 

2. Do not apply a vacancy savings rate. 





GOVERNOR’S ECONOMIC DEVELOPMENT PROGRAM 


During the May 2000 Special Session, the legislature 
passed HB 1. This bill provided $13.3 million in the 2001 
biennium and $16.4 million in each of the 2003 and 2005 
biennia for various activities designed to encourage 
economic development. The stated purpose of the bill 
was to implement programs that had not received funding 
because of the court’s invalidation of the Coal Producers’ 
License Tax contained in HB 260 and passed by the 1999 
legislature. The bill also funded several initiatives 
proposed but not funded during the 1999 regular session. 


The legislature made several appropriations exclusive to 
the 2001 biennia. The legislature also provided for 
statutory appropriations and transfers from the general 
fund through the 2005 biennium, at which time the 
appropriations sunset — and the programs — would be 
required to receive specific authorization from the 
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legislature in order to continue. The statutory 
appropriations and transfers are funded from the general 
fund and linked to the interest income from $140 million of 
the permanent Coal Trust. Figure 32 summarizes the 
appropriations. (Note: Because the law is silent on how 
the appropriations will be affected if interest income does 
not generate the full amount of the linked appropriations, 
Chief Counsel of the legislative branch has stated that the 
law assumes a pro-ration of those appropriations.) 


The legislature also made a statutory appropriation of 
$425,000 in each of the 2003 and 2005 biennia from the 
Treasure State Endowment Special Revenue Account 
with which to provide grants allowing communities to fund 
water and sewer pre-engineering work. 


Legislative Fiscal Division 


Executive Budget Analysis 
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Figure 32 
Appropriations in HB 1 
2001 through 2005 Biennia 


2001 2003/2005 


Activity Biennium _ Biennia (Each) 


Agriculture and Commerce 


Growth Through Agriculture Grants and Loans 
Marketing and Business Assistance (Ag) 


Business Recruitment 

Certified Communities 

Export Trade Enhancement 

Small Business Development Centers 
Small Business Innovative Research 


Industrial Infrastructure Reimbursement 
Cooperative Development Center 
Manufacturing Extension Center 
University System EPSCoR Grant Match 


Board of Research and Commercialization 
Grants and Loans 
Board Administration* 


Treasure State Endowment 


Total General Fund 


Water and Sewer Pre-Engineering 


Total Treasure State: Endowment Funds 


$896,000 $1,792,000 
354,000 708,000 
350,000 700,000 
425,000 850,000 
300,000 600,000 
125,000 250,000 
50,000 100,000 


600,000 1,200,000 
65,000 130,000 
200,000 400,000 
4,400,000 0 


2,350,000 9,700,000 
150,000 0 


$3,000,000 $0 
$13,265,000 $16,430,000 


0 425,000 
30 $425,000 


*Board expenses must be requested and funded in HB 2 after the 2001 biennium. 
The Executive Budget requests $150,000 for each year of the 2003 biennium for 
Board of Research and Commercialization administrative costs. 


Departments of Agriculture and 
Commerce 


The legislature funded a number of programs within the 
departments of Agriculture and Commerce. 


Growth Through Agriculture Grants and Loans - These 
funds will be used to provide grants and loans through the 


Agriculture Development Council for projects designed to 
enhance value-added agriculture, including feasibility 
studies and marketing plans. The legislature approved 
$896,000 per year through fiscal 2005. 

Marketing and Business Assistance - The Department of 
Agriculture received funding to hire additional staff (4.0 
FTE) for agricultural product promotion ($170,500 each 





year) and agricultural business assistance ($183,500 each 
year). 

Business Recruitment - The Department of Commerce 
received $350,000 per year to improve the perception of 
Montana’s business climate by marketing Montana as a 
business location. A total of 2.0 FTE were included. 
Certified Communities - The legislature added $425,000 
per year through fiscal 2005 for grants to local economic 
development organizations in certified communities and 
counties. The maximum grant allowed to any one of the 
43 certified communities was $25,000, the minimum, 
$5,000. The funds are designed to establish and maintain 
an active network of local development organizations 
trained and prepared to respond to economic 
development opportunities and concerns. 
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Export Trade Enhancement - $300,000 was provided for 
each year through fiscal 2005 with which to hire staff and 
maintain foreign offices designed to enhance and expand 
the state’s efforts to develop and maintain export trade. 
Small Business Development Centers — The legislature 
provided $125,000 per year to help provide matching 
funds for the federal funds available to support the Small 
Business Development Center Program and maintain its 
certification. These funds were intended to be used in 
conjunction with locally-generated funds. 

Small Business Innovation Research - $50,000 per year 
was appropriated to provide technical assistance to 
Montana companies, thereby enabling them to compete 
for federal funds. The funds are targeted at building the 
technology business base. 


Industrial Infrastructure 
Reimbursement 


The legislature appropriated $600,000 per year through 
fiscal 2005 for Industrial Tax Increment Financing 
Districts. These funds were provided to reimburse tax 
revenues lost when SB 200, passed by the 1999 
legislature reduced the taxable value of business 
equipment Industrial Tax Increment Districts were 
specifically excluded from reimbursement in SB 184, 
which was also passed by the 1999 legislature. Language 
provides that reimbursement will be made to qualifying 
Industrial Tax Increment Districts on a basis proportional 
to the loss of taxable value resulting from SB 200 and as 
documented by the Department of Revenue. 


Cooperative Development Center 


The Cooperative Development Center is located on the 
campus of Montana State University — Northern in Havre. 
The center, which has been in operation since January 
2000, works to promote cooperatives and cooperative 
action geared to provide economic development in rural 
Montana. The legislature appropriated $65,000 per year 
through fiscal 2005 with which to match federal grants. 
The funds are used to support the director's salary, and 
for communication and travel expenses. If additional 
grants are received, the funds will be used to hire 
additional staff. 


Manufacturing Extension Center 
General fund authority of $200,000 per year through fiscal 


_ 2005 was provided to the Department of Commerce in 
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order to provide additional support for the Manufacturing 
Extension Center on the campus of Montana State 
University - Bozeman. The center provides financial and 
managerial support to Montana manufacturers. 


Montana University System 


The legislature appropriated $4.4 million in the 2001 
biennium to the Montana University System with which to 
match National Science Foundation EPSCoR grants. 
Federal EPSCoR grants are used to fund specific 
research projects and to provide the research 
infrastructure necessary to enable the campuses to win 
federal grants and to attract and maintain a research 
faculty. The appropriation was provided for the 2001 
biennium only, and was meant to provide match funds for 
grants already accepted by the Montana University 
System. 


Board of Research and 
Commercialization 


The Board of Research and Commercialization was 
established in HB 260 by the 1999 legislature. Its 
purpose, within statutory guidelines, is to oversee grants 
and loans from the newly-created Research and 
Commercialization Expendable Trust Fund. Grants can 
be made only to provide match for grants from non-state 
sources, and that must be used for research and 
commercialization projects at research and 
commercialization centers in Montana. 


1. $150,000 for administrative expenses of the board 
and $2.35 million for grants in the 2001 biennium; and 

2. $4.85 million per year for grants to be made during 
the 2003 and 2005 biennia. 


The legislature directed the Department of Commerce to 
request administrative expenses for the board as they 
apply to the 2003 biennium in HB 2. The Executive 
Budget requests $150,000 for each year of the 2003 
biennium in support of providing for administrative costs 
sustained by the board. In the 2001 biennium, the funds 
were used primarily to hire an executive director and a 
support staff. 


Treasure State Endowment 


The legislature appropriated $3.0 million in the 2001 
biennium to allow funding of all but $300,000 of the 1999 
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legislature’s approved list of Treasure State Endowment 
Projects. Projects will be funded as communities 
complete preliminary work. It is not known at this time 
which projects may or may not be fully funded. The 1999 
legislature made provision in HB 11 for any projects not 
funded in this biennium, stating that these projects would 
move to the top of the approved list for the next biennium. 
Further information on the Treasure State Endowment 
fund can be found on page F-7 in Volume 4. 


Water and Sewer Pre-engineering 


The legislature statutorily appropriated $425,000 from the 
Treasure State Endowment Special Revenue Account for 
each of the 2003 and 2005 biennia. These funds are to be 
used to provide grants to communities for water and 
sewer pre-engineering work. The object is to provide the 
resources sufficient to allow communities to accomplish 
the preliminary work necessary to apply for Treasure State 
Endowment Project Grants. The Treasure State 
Endowment Special Revenue Account is funded by a set 
amount of the Coal Severance Tax. Because the 
legislature traditionally appropriates all anticipated funds 
for projects, this appropriation will reduce the number of 
projects the legislature can fund. 


THE 2003 BIENNIUM EXECUTIVE 
ECONOMIC DEVELOPMENT PLAN 


Economic development was a topic that came under 
frequent debate during the recent election campaigns. 
Legislators have also identified economic development as 
one of the top priorities of the upcoming legislative 
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session. The definitions of economic development are 
varied, as are the approaches taken to measure economic 
success. The Executive Budget defines the 2003 
biennium economic development plan as a continuation of 
measures funded in HB 1. There is not a new economic 
development plan available for analysis, although several 
new initiatives relate to economic development. As an 
example, the Executive Budget proposes, under Long- 
Range Planning, a new initiative titled “Cultural Heritage 
Initiative.” This proposal is discussed on page F-31 in 
Volume 4, and is consistent with the definition of economic 
development. Discussions of other specific initiatives can 
be found in individual program narratives. 


The incoming administration has identified economic 
development as a key priority for the upcoming term. 
Although changes to the executive’s economic 
development plan are expected, none have yet been 
presented. Changes can, however, be expected during 
the 2001 legislative session. 


Funding for economic initiatives was provided in May 
2000, so many programs either remain in the start-up 
phase, or are just starting to realize results. The 
legislature may wish to ask the affected departments for 
updates on current and projected results of particular 
economic development initiatives, in support of assessing 
the effectiveness of the initiatives approved in HB 1. 


FIXED COSTS 


Several programs within state government provide 
services to other functions of state government, for which 
they charge a fee. The legislature budgets funds so that 
the agencies receiving services can meet the costs of 
those services. The legislature does not appropriate 
funds for the provider programs because they are utilizing 
internal service funds, which do not require appropriations. 


In those cases, the legislature approves the rates charged 
by provider programs. 


Figure 33 details each of the internal service programs 
and the total fixed costs included in the Executive Budget 
in support of funding those functions. The figure also 
compares total costs in the Executive Budget in the 2003 
biennium with costs budgeted in the 2001 biennium. 
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Figure 33 
Fixed Costs* 


Comparison 2001 Biennium Appropriated to 2003 Biennium Proposed (in Millions) 


2001 2003 Percent 


Subcommittee/Agency Function Biennium Exec Budget Change*** 


General Government 
Administration 


Insurance and Fees 


Warrant Writing Fees 
Payroll Service Fees 


Data Network Services 


SABHRS Operating 
MTPRRIME Bonds 
Messenger Services 


Audit Fees 


Legislative Audit Division 
Transportation™* 
Natural Resources and Commerce 
Fish, Wildlife and Parks 
Various 
Total 


Rent - Building 


State Motor Pool 


Grounds Maintenance 
State Fund Allocation Plan 


“Includes all funds, including non-budgeted proprietary funds. 
**Does not include $1.94 million contained in individual agency decision packages. 


*“* Total percentage change does not include the State Motor Pool. 


As shown, fixed costs increase by over $17 million in the 
2003 biennium. With the exception of messenger services 
and MIPRRIME bond costs, all fixed costs show 
significant increases over the levels appropriated for the 
2001 biennium. The large increase in the requested total 
is primarily due to four factors. 


1. 


Most agencies have been required by the executive 
to lease vehicles from the State Motor Pool in the 
Montana Department of Transportation instead of 
purchasing new cars. The Executive Budget 
proposes the inclusion of these leases as a fixed cost 


_in agency budgets. Please note that the figure in the 


table includes only that portion contained in the 
statewide present law adjustments. Any new leases 
proposed are included as new proposals within 
agency budgets (Note: The State Motor Pool is 
discussed in more detail in the Montana Department 
of Transportation Budget Narrative in Volume 3 of the 
Legislative Budget Analysis.) 

Insurance and fees increase by 27.4 percent. The 
program attempts to ensure that rates will be 
sufficient to sustain losses in each year of the 
biennium equal to the average losses sustained in the 
last three years. The state experienced high losses in 
fiscal 2000, which increased the sustainable loss. 
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$13.11. $16.71 27.4% 

1.35 1.68 24.3% 

0.62 0.73 17.8% 

15.74 19.07 21.2% 

5.40 8.35 54.6% 

5.00 4.52 -9,5% 

0.33 0.34 4.0% 

9.55 10.81 13.2% 

2.65 2.97 12.0% 

New Fixed Cost 5.88 - 


0.60 0.64 7.6% 
1.16 oO ae 14 2, 


$55.50 $72.98 20.9% 


(Note: This program is discussed in more detail in the 
Department of Administration Budget Discussion in 
Volume 3 of the Legislative Budget Analysis.) 
Statewide Accounting, Budgeting, and Human 
Resources Systems (SABHRS) operating costs 
increase by 54.6 percent. This increase is due to two 
factors: a) assumption of licensing costs paid through 
a direct general fund appropriation in the 2001 
biennium as part of the fixed cost; and b) proposed 
additional costs of operation, including vendor. 
Maintenance, LAN upgrade and production support. 
(Note: SABHRS and all requested increases to 
operations are discussed in the Department of 
Administration, Information Services Division Budget 
Discussion in Volume 3 of the Legislative Budget 
Analysis.) 

Costs to operate the Information Services Division in 


_ the Department of Administration increase primarily 


as a result of the proposed addition of an Oracle 
Enterprise Licensing Agreement and in conjunction 
with various requests to enhance SUMMITNET, the 
statewide information-sharing network. (Note: The 
Information Services Division is discussed in more 
detail in the Department of Administration Budget 
Narrative in Volume 3 of the Legislative Budget 
Analysis.) 
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Each of the fixed costs and related issues enumerated agency budget narratives included in Volumes 3 and 4 of 

above are discussed in greater detail in the respective the Legislative Budget Analysis. 
INFLATION/DEFLATION 

The Executive Budget does not include a general inflation purchased outside of state government. The other items 

factor for all operating expenses, but instead applies an or services are purchased from other state agencies, and 

inflation or deflation factor to fiscal 2000 expenditures for payments for these items or services go into a proprietary 


eight specific items. account. The legislature sets the rates that other state 


agencies must pay for these items or services, and thus 
determines the fund levels maintained in the proprietary 
accounts. 


Figure 34 shows Executive Budget inflation and deflation 
factors and the items to which they are applied. Of the 
eight items, “electricity” and “natural gas” are the only two 


Figure 34 
Inflation and Deflation Factors 


Dollar Change 
Change from Fiscal 2000 State Agencies University System Total 
Account Item Name Fiscal 2002 Fiscal 2003] Fiscal2002  Fiscal2003 |} Fiscal2002 Fiscal2003} Fiscal2002 Fiscal 2003 


14.00% $43 $25 $0 $0 
11.00% 20.00% 64,023 116,406 0 0 
18.00% 28.00% 380,366 591,681 7,630 11,869 

7.00% 9.00% 263,867 339,258 234,848 301,948 
18.00% 312,024 173,347 354,312 196,840 


$1,020,325 $1,220,717 $596,790 $510,656 









































$43 $25 
64,023 116,406 
387,996 603,550 
498,715 641,205 
666,336 370,187 


$1,617,115 ~~ $1,731,378 


Mid-tier Processing 
2193 Photocopier Pool 

2404 In-state State Motor Pool 
2601 Electricity 
Natural Gas 















































($1,255,592) ($1,255,592 


Computer Service Charges ) 
(20,124) (20,124) 
) 
) 


2175 System Development DofA 
Long Distance Charges DofA 


-20.00% -20.00%| ($1,254,443) ($1,149) ($1,149) 
15.00% -15,00% (19,683) (441) (441) 
7.00%  -7.00%| (149,142) (38,636) (38,636) 

($1,423,268) ($1,423,268)| ($40,227) ($40,227) 


($402,944)  ($202,552)] $556,563 $470,430 





(187,779) (187,779 
($1,463,495) ($1,463,495 


$267,878 





$153,620 
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Deflation amounts exceed inflation amounts for all state 
agencies except the university system. The opposite is 
true in the University System where inflation amounts 
exceed deflation amounts. When compared with the total 
fiscal 2000 base operating spending of $613.1 million, net 
inflation by all agencies is only 0.03 percent in fiscal 2002 
and 0.04 percent in fiscal 2003. This is because the 
number of items to which the inflation factor is applied is 
small, as is the resultant net inflationary increase. 


Items that experience the largest increases in inflation are 
natural gas and electricity. These items add $1.2 million 
in fiscal 2002 and $1.0 million in fiscal 2003 to the 
Executive Budget. The largest reductions due to deflation 
occur in the Information Services Division (ISD): computer 
service charges reduce the budget by $1.3 million each 
fiscal year. Overall, the net change in all items due to 
inflation and deflation is $0.2 million in fiscal 2002 and 
$0.3 million in fiscal 2003. 


COMPUTER SERVICE CHARGES 


Computer processing rates charged by ISD will continue 
to decline in the 2003 biennium. Mainframe computer 
processing costs for the 2003 biennium are reduced 20 
percent below the base expenditures made in fiscal 2000. 
This compares to 2001 biennium reductions of 19 percent 
in fiscal 2000 and 17 percent in fiscal 2001. 


IN-STATE STATE MOTOR POOL 


The Department of Transportation operates and maintains 
a fleet of vehicles available to all state employees for 
short-term use or for lease on extended assignments. 
The rental rate structure has been changed and is now 
based on actual miles driven and the number of hours the 
vehicle is under possession. The mileage rate is designed 
to recover "direct operation costs" such as repair labor 
and parts, fuel, lubricants, tires, and tubes. The 
possession rate is designed to recover "fixed costs" such 
as insurance, interest, principal payment, depreciation, 
and indirect expenses. Inflation has only been applied to 
the short-term use of vehicles. The increases in the 
Executive Budget for leased vehicles are requested as 
fixed costs. The increase in rates is primarily due to a 
new rate structure that includes a rate for time of 
possession in addition to a per mile charge. This rate 
structure will allow the Department of Transportation to 
more accurately recover fixed costs from users. The fleet 
of short-term use vehicles is expected to remain at 165 
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vehicles, consistent with fiscal 2000 numbers. Funds 
raised from the rates charged are deposited into a 


proprietary fund. For this reason, the legislature will be 


asked to approve these increased rates. (Note: See 
“Petroleum Products” below for another cause for the rate 
increase.) 


ELECTRICITY AND NATURAL GAS 


Although inflationary increases are included in the budget 
request, the amounts requested may not reflect market 
conditions. The Department of Administration has entered 
into a new contact for natural gas that began in 
September 2000 and will extend until June 30, 2002. This 
contract is 39.8 percent higher than the previous contract. 
Another indicator is that the Montana Power Company has 
filed for a 14.3 percent rate increase for natural gas with 
the Public Service Commission, which approved an 
interim rate increase in November 2000. Electricity prices 
are even more volatile. The state is paying $27.90/MWH, 
but Pacific Power and Light has quoted the University of 
Montana prices between $75/MWH and $98/MWH for 
fiscal 2003 and beyond. Spot prices for electricity have 
soared by absurd amounts. The Montana Power 
Company has filed for a 21.2 percent rate increase in the 
rates charged for electricity with the .Public Service 
Commission, which approved an interim rate increase in 
November 2000. 


PETROLEUM PRODUCTS 


Even though the prices of gasoline and diesel have risen 
substantially since fiscal 2000, the Executive Budget does 
not provide for general inflationary increases. Instead, it 
appears that agencies are requesting additional funding 
for price increases through present law adjustments. The 
Department of Transportation and the Department of 
Justice, two of the state’s largest users, are requesting 
present law increases for fuel that amount to $1.0 million 
over the biennium. The Department of Transportation 
includes the increases in the proprietary fund, which, if the 
present law adjustments are approved by the legislature, 
will increase the rates charged users of the state motor 
pool. In addition, although the Department of 
Transportation spent $2.2 million in fiscal 2000 for road oil, 
the Executive Budget does not include any increases for 
the 2003 biennium to meet price increases. 
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same level of buying power for state agencies as they had in fiscal 2000 and, therefore, statutory present law 

is not maintained. If all fiscal 2000 operating costs ($613.1 million) had been adjusted by the Consumer Price 
Index (CPI) in order to maintain consistent buying power in the 2003 biennium, inflated present law expenditure requests 
for the 2003 biennium would have increased by $82.5 million for all funds. The statutory definition of “present law 
adjustments” includes adjustments for inflation. The Executive Budget effectively understates present law by $82.5 
million (compared to CPI) on a statewide basis, because it does not apply full inflation rates to all operating costs. For 
this reason, budget requests for agencies do not include true present law adjustments and will not provide the level of 
services provided in fiscal 2000. Because money appropriated by the legislature for other uses will have to be used to 
pay these unbudgeted costs, program outcomes may not be as good as expected. Full inflation has not been applied to 
agency expenditure requests for several biennia. 
Using a general inflationary increase is a means to budget consistently for increased present law costs across all 
agencies. These increases are usually approved by the legislature as a global statewide issue. However, there appears 
to be a trend away from using general inflation factors in the budgeting process and relying more on individual agencies 
to request funding to meet cost increases in present law adjustments. This increases the number of issues that the 
legislature must consider and causes inconsistency among agencies. The legislature may want to consider requiring the 
executive branch to submit budgets that include global inflationary increases in all items for which costs are expected to 
increase, and to disallow inflationary increases as present law adjustments. 


1. Applying inflation to only selected expenditure categories and underestimating others does not result in the 
ISSUE 





LONG-RANGE PLANNING PROPOSALS 


The Governor's request for Long-Range Planning includes 
a total of $255.8 million for grants, loans, capital projects, 
and information technology. The request is summarized in 
Figure 35. 


The most significant funding request for the Long-Range 
Planning includes a total of $166.7 million for projects 
included under the Long-Range Building Program (LRBP). 
This request, if approved, would represent the second 
largest Long-Range Building Program in the state’s 
history. The Governor's LRBP bonding request for the 
2003 biennium comes to a total of $81.3 million. Assuming 
phased issuance of the bonds, preliminary estimates show 
that the debt service would be $3.0 million in the 2003 
biennium, but $6.8 million per year over most of the 20- 
year life of the bonds. Over the term of 20 years, the total 
cost for this bonding proposal would be approximately 
$136.1 million. 


The Governor's Long-Range Planning package includes a 
request for bonding that will provide for information 
technology (computer hardware, software and systems 
development) applications. The request totals only $3.3 
million, as compared to $43.0 and $18.8 million for the 
1999 and 1997 biennia, respectively. The debt service for 
a $3.3 million bond issue, assuming a ten-year period, is 
estimated to cost $420,132 per year. 


The Long-Range Planning package also includes a new 
item referred to as the “Cultural Heritage Initiative.” This 
request proposes a $40.0 million loan from the Coal Tax 
Trust to be used for historic preservation and to prepare 
for the upcoming Lewis and Clark Bicentennial. 


Section F, in Volume 4, includes detailed information 
regarding each of the programs related to Long-Range 
Planning. 


SS 
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Figure 35 
Executive Budget Request 
Long-Range Planning 
2003 Biennium (in millions) 


Program/Project Amount Program Total 


Long-Range Building Program $ 166,689,910 
Projects Funded with Cash/Current Revenues 82,401,610 
Projects Funded with Bonded Debt 81,310,000 
Projects Funded by Proposed Cigarette Tax Increase 2,978,300 


Treasure State Endowment Program 14,803,047 
Grants 14,803,047 
Loans - 


Oil Overcharge Program 563,000 
State Building Energy Conservation Program 3,000,000 


Resource Indemnity Trust Grant & Loan Programs 26,440,448 
Renewable Resource Grants 4,225,000 
Renewable Resource Loans 19,215,448 
Reclamantion & Development Grants 3,000,000 


Cultural & Aesthetic Grant Program O99 7) 
Grants 944,755 
Capitol Mural Restoration 15,000 


Information Technology Bonds 3,300,000 
Coal Tax Trust Loan - Cultural Heritiage Initiative 40,000,000 


Total $ 255,756,160 
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EXECUTIVE BUDGET — OTHER LFD ISSUES 


INTRODUCTION 


This section contains LFD issues related to the Executive 
Budget as a whole. These issues are in addition to 
specific issues raised in the agency budget presentations. 
Each item is listed here and discussed in further detail in 
the following pages. 


HIGHLIGHTS 


Structural Balance. Structural balance refers to the 
matching of ongoing expenditures of government with 
Ongoing revenues. If revenues equal or exceed 
expenditures, then structural balance is achieved. The 
legislature is facing a structural imbalance in the proposed 
Executive Budget. 


State Accounting System (SABHRS). In July 2000, 
SABHRS completed its first full year of operation. Many of 


the problems experienced with this new system have 
been addressed. There are still a few long-term issues to 
be resolved. 


Present Law and New Proposals. The distinction 
between what constitutes a present law adjustment and 
what constitutes a new proposal is an important one. 
Statute requires a delineation as to whether existing 
services or new initiatives are being funded. The LFD 
identified instances in which the decision packages 
reported as present law adjustments should be have been 
considered new proposals. 


Budget Detail. The Executive Budget, in many 
instances, lacks sufficient detail to allow LFD staff to 
perform an effective budget analysis. 


STRUCTURAL BALANCE 


GENERAL FUND 


Structural balance refers to the matching of ongoing 
expenditures with ongoing revenues. If revenues equal or 
exceed expenditures, then structural balance is achieved. 
If expenditures exceed revenues, then structural 
imbalance occurs. General fund expenditures chronically 
exceeded ongoing revenues for several biennia in the 
1980s and early 1990s (see Figure 36). In order to keep 
the account solvent, the legislature approved numerous 
one-time transfers from other accounts into the general 
fund. They also enacted several temporary revenue 
increases throughout that time. 
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During the 1993 session, the legislature began to make 
progress toward addressing the problem of continuing 
structural imbalance in the general fund. In setting 
revenue and expenditure targets, the House adopted 
language prohibiting use of "one-time revenue...for any 
purpose other than creating an ending fund balance" and 
"temporary solutions to the state's chronic fiscal woes." 
This effort continued into future sessions, and _ final 
legislative actions taken during the 1993 and subsequent 
sessions have reflected these objectives. However, 
supplemental appropriations, including those made to 
meet unbudgeted fire suppression costs, have contributed 
to a small negative cash flow each biennium. 
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Figure 36 
Revenue and Disbursement History 
General Fund & School Equalization Accounts 
In Millions 


Fiscal General Fund Surplus / School Equalization Surplus/ GF/SEA  GF/SEA — Surplus / 
Year Revenue  Disburse. Deficit Revenue Disburse. Deficit Revenue  Disburse. Deficit 


84 $330.305  $357.387  ($27.082) $242.384 $261.753  ($19.369) $572.689 $619.140  ($46.451) 
85 364.522 380.359 (15.837) 281.275 271.016 10.259 645.797 651.375 (5.578) 
86 349.541 366.815 (17.274) 252.899 282.166 (29.267) 602.440 648.981 (46.541) 
87 346.690 391.325 (44.635) 263.052 283.428 (20.376) + 609.742 674.753 = (65.011) 
88 391.152 370.853 20.299 276.216 281.886 ! 667.368 652.739 14.629 
89 411.729 388.270 23.459 275.589 279,536 687.318 667.806 19.512 
90 447.962 432.323 15.639 282.389 287.393 730,351, .719:716 10.635 
91 420.257. 457.612 (37.355) 385.031 391.500 805.288 849.112 (43.824) 
92 487.036 523.072 (36.036) 393.591 398.059 880.627 921.131 (40.504) 
93 539.955 523.553 16.402 412.903 405.067 i 952.858 928.620 24.238 
94 480.021 497.921 (17.900) 411.834 406.388 — 891.855 904.309 (12.454) 
95 646.149 535.461 110.688 289.199 409.822 (120.623) 935.348 945.283 (9.935) 
96 963.193 984.997 (21.804) 963.193 984.997 (21.804) 
97 986.570 997.835 (11.265) 986.570 997.835 (11.265) 
98 1,034.382 1,020.591 13.791 1,034.382  1,020.591 13.791 
99 1,068.111 1,043.418 24.693 1,068.111 1,043.418 24.693 
00 = 1,163.641 1,105.598 58.043 1,163.641 1,105.598 58.043 
01 |) 1:185.331~ 1.270.583 ~~ (85.957) 1,185.331  1,270.888 (85.557) 
02 1,215.572 1,239.068 (23.496) Executive Budget Proposal 1,215.572 1,239.068 (23.496) 
03 1,225.363 1,283.128 (57.765) Executive Budget Proposal 1,225.363 1,283.128 (57.765) 


A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
A 
F 
F 
F 


* Excludes education trust & general fund transfers. 
Note: The 1995 Legislature de-earmarked school equilization revenue to the general fund. 


Figure 37 
General Fund Structural Balance 
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Executive Budget Analysis 


On the expenditure side, legislators have faced the ever- 
present difficulty of holding down budget growth when 
confronted with double-digit percentage growth in 
corrections costs, increased human services demands, 
rising enrollments and funding requirements in education, 
and a larger debt service obligation. In the 1993 and 
subsequent sessions, the legislature enacted measures to 
contain costs in programs growing faster than revenues, 
such as Medicaid and foster care. These measures were 
designed to slow expenditure growth, and to help the 
legislature reach structural balance in the general fund in 
future biennia. 


The effort to minimize use of one-time revenues and to 
enact measures through which to permanently control 
expenditure growth has begun to show success in recent 
biennia. However, as we head toward the 2003 biennium, 
there is reason for concern. Figure 37 shows that the 
expenditures proposed in the Executive Budget would 
exceed revenues during the 2003 biennium by $81.3 
million. Included in the anticipated revenue is the impact of 
all executive revenue proposals. In addition, some 
unknowns remain. The following are some fiscal concerns 
that may impact the general fund structural balance: 

e One-time revenues - The Executive Budget 
includes $20.6 million in one-time revenues. 
Excluding these revenues from the structural 
balance equation, as should be done, would 
result in a structural imbalance of $101.9 million. 
In addition, if the Montana Power Company sale 
generates revenues, these revenues would be 
one-time-only and should not be included in 
efforts to attain structural balance. 

e One-time expenditures — Although none have 
been identified in the Executive Budget, it is 
possible that some exist and/or might be 
proposed as the session progresses. The 
legislature needs to be cognizant of the potential 
impact of such expenditures. 

e Vacancy savings - The Executive Budget 
recommends applying a 3 percent vacancy 
savings reduction to agency personal services 
budgets in the 2003 biennium. This tactic would 
be used as a measure to recoup vacancy- 
generated savings during the biennium. Vacancy 
savings reductions are temporary, but the 
concept has been applied during most of the last 
several biennia. If the vacancy savings concept 
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were not applied, approximately $12.0 million 
from the general fund would be included in the 
base in the 2005 biennium. 

e Expenditure proposals — There are three ways in 
which structural balance can be adversely 
impacted: 

= Expanded expenditure growth — such as 
that proposed by the Executive Budget 
and reflected in the proposed HB 2 
general fund increase of 10 percent; 

= Realization of delayed implementation 
of expenditures, including the pay plan, 
the 3 percent BASE aid increase, and a 
$100 increase each year per student in 
the University System proposal. (For 
example, the 2003 biennium Executive 
Pay Plan would require a total $51.2 
million general fund expenditure during 
the 2005 biennium.); and 


= Growth in services rising from 
expansions in such programs as 
Medicaid or from increases in 
populations addressed by _ the 


Department of Corrections. For any 
increase in annual expenditures, there 
must be ongoing revenue with which to 
fund it. In order to attain or maintain a 
structural balance, this means new 
revenues or revenue enhancers (e.g., 
tax increases), or offsetting expenditure 
reductions. 


It is important to remain aware of structural balance (or 
imbalance) as the legislature considers the 2003 biennium 
budget. Certainly, achieving and maintaining a general 
fund structural balance for the 2003 biennium will make 
the budget process less problematic in subsequent 
biennia. 


OTHER FUNDS 


In addition to issues of structural balance in the general 
fund, there are issues of structural balance in some of the 
state special revenue accounts included in the Executive 
Budget. A number of functions of state government are 
funded from accounts that receive their income from 
dedicated fees and other charges. One example is the 
highway special revenue account, which funds highway 
construction and maintenance, and safety related costs. 
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This fund is in a state of structural imbalance. Throughout 
the Executive Budget, the legislature will find instances in 
which the executive has proposed levels of operation that 
exceed revenue. By budgeting from these accounts at 
expenditure levels that exceed ongoing revenues, the 
executive draws down the fund balance and creates 
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program expenditure levels that cannot be sustained. 
Therefore, future legislatures would be faced with 
reducing program expenditure levels or increasing 
revenue. In agency sections of the Budget Analysis, staff 
has identified those instances in which expenditures from 
an account exceed anticipated ongoing revenues. 


STATEWIDE ACCOUNTING BUDGETING, AND HUMAN RESOURCE SYSTEM 
(SABHRS) 


HISTORICAL REVIEW 


During July 2000, when the state accounting records for 
fiscal 2000 were closed, the Statewide Accounting, 
Budgeting, and Human Resource System (SABHRS) 
completed its first full year of operations. SABHRS 
replaced the Statewide Budgeting and Accounting System 
(SBAS) and the Payroll/Personnel/Position Control 
System (PPP). SABHRS was implemented under the 
project name “Montana’s Project to Re-engineer the 
Revenue and Information Management Environment” (MT 
PRRIME). 


The 1997 legislature funded MT PRRIME with $16.0 
million of general obligations bonds when it passed HB 
188, commonly referred to as the Information Technology 
Bonding Bill. SABHRS serves statewide accounting, 
budget control, and human resource functions through an 
enterprise supported by a proprietary fund of the 
Department of Administration. The system is funded with 
revenues from. fixed costs paid by all state agencies. 
SABHRS is a customized version of an off-the-shelf 
accounting product of the PeopleSoft Corporation. 
Montana, through the SABHRS Services Bureau of the 
Department of Administration, provides operating support 
for the system and implements routine vendor upgrades. 


SYSTEM IMPLEMENTATION 


SABHRS was implemented during fiscal 2000 and 
received a generous amount of news coverage, largely 
because of well-publicized implementation problems. 
SABHRS did experience its share of problems during the 
implementation process, as most system implementations 
of this magnitude do. Because of the importance of the 
system relative to state financial records and its impact on 
public and private entities, the Legislative Finance 
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Committee (LFC) monitored system implementation 
throughout the interim. The LFC received regular updates 
on system implementation from the Legislative Fiscal 
Division and the Department of Administration. System 
implementation problems identified to the LFC included: 

e payroll problems; 

e vendor payment problems; 

e federal reporting inadequacies; 

e data access problems; and 

e system performance problems. 


For the most part, these system implementation problems 
have been addressed or will be addressed with vendor 
upgrades. Some long-term issues have been identified, 
however, that may have an impact on the system at some 
point in the future: 

e data management and archiving issues; 

e system infrastructure impacts on performance; 

and | 
e system support costs. 


DATA MANAGEMENT AND ARCHIVING 
ISSUES 


SABHRS was implemented with the goals of improving 
efficiency and access to information. The system uses a 
database as a repository for the data necessary to 
account for the financial transactions of state entities. 
This data is in a constant state of being updated, queried, 
and used to manage state programs. The system design 
has resulted in a nearly four-fold increase in the volume of 
system-stored data, as compared to the old systems. The 
increased amount of data will provide management 
challenges in achieving system goals. Providing system 
access to historical data will compound data management 
challenges. This is different from the old systems on 
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which only current-year data was available. The 
Executive Budget includes a request for resources to 
develop and implement an archival plan to address this 
issue. 


SYSTEM INFRASTRUCTURE IMPACTS ON 
PERFORMANCE 


During seasonal periods when user demand is high (e.g., 
the fiscal year-end closing period), and because of the 
increase in database size, system _ infrastructure 
constraints have had an impact on system performance 
and have slowed processing times. The executive's 
solution to this problem is to house the various system 
modules on separate database servers and to change the 
way data is shared among users. Housing the modules 
on different database servers addresses the system 
performance issues and provides the advantage of 
redundancy, but increases the costs relative to purchase, 
operation, maintenance, and replacement that are 
inherent in duplicate systems. 
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SYSTEM SUPPORT COSTS 


The 1999 legislature transferred funding and SBAS 
support staff from the Accounting Bureau to the SABHRS 
Services Bureau. Prior to the transfer, SBAS was funded 
with general fund. When the functions were transferred, 
general fund increased by nearly $0.6 million overall; 
proprietary funding increased by $5.3 million. For the 
2001 and 2003 biennia, Figure 38 shows funding for the 
functions first served by SBAS and then by SABHRS. The 
cost to support SABHRS grew by 25.2 percent from the 
amount approved by the 1999 legislature when compared 
to the amount requested for the 2003 biennium in the 
Executive Budget. General fund would decrease by 
roughly $1.0 million due to a funding shift proposed in the 
Executive Budget. Proprietary costs would be allocated to 
agencies using an allocation method based on FTE levels. 
This allocation method reflects a change from the 
methodology used in the 2001 biennium. A more detailed 
discussion of the SABHRS cost growth and the allocation 
methodology change is provided in the program budget 
section for the Information Services Division of the 
Department of Administration, in Volume 3 of this report; 
starting on page A-162. 


Figure 38 
SABHRS Support Costs 


2001 Biennium 


General 


2003 Biennium 


Total General Total 


Fund Proprietary Funds Fund Proprietary Funds Growth 


Reduce SBAS Functions $ (408,190) 


SABHRS Support Bureau 969,184 5,311,944 
$ 560,994 $5,311,944 $5,872,938 


Growth - SBAS to SABHRS 


$ (408,190) 
6,281,128 


$7,869,955 $.74865,955,0..25.2% 





PRESENT LAW AND NEW PROPOSALS 


Present law is defined in statute as “that level of funding 
needed under present law to maintain operations and 
services at the level authorized by the previous legislature, 
including but not limited to: 

e Changes resulting from legally mandated 
workload, caseload, or enrollment increases or 
decreases; 

e Changes in funding requirements resulting from 
constitutional or statutory schedules or formulas; 

e Inflationary or deflationary adjustments; and 


e Elimination of nonrecurring appropriations.” 


New proposals are defined as “requests to provide new 
non-mandated services, to change programs services, to 
eliminate existing services, or to change sources of 
funding.” 


Statute also states that the distinction between new 
proposals and adjustments to the base will be based on 
constitutional and statutory requirements. If either is 
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absent, the requested change should be requested in a 
new proposal. 


The concept of present law versus new proposals allows 
the legislature to examine requested adjustments to the 
budgets by determination of what constitutes a change 
necessary or desired because of decisions already made 
and currently in place, versus changes desired to 
implement new programs or a change in direction, or 
because of changing financial circumstances. As such, 
the legislature can determine whether underlying and 
current decisions, policies, or statutes must be changed in 
order to avoid or reduce the requested adjustment, or 
whether the decision is significantly more discretionary. 
Subsequently, new proposals are generally given more 
scrutiny than present law adjustments because of the 
increased discretion they embody. There are two primary 
rationales for why it is imperative that requested 
adjustments be appropriately categorized between new 
proposals and present law adjustments. 


1. If new programs or other policy decisions are 
inappropriately categorized as present law, they may 
not be examined with the same scrutiny as new 
proposals because of this inherent assumption. In 
addition, it is imperative to maintain the integrity of the 
present law adjustment concept as one that truly 
reflects what is needed to maintain operations. 

New proposals are used to determine the rate or level 
of expansion of state government into new areas, 
both as requested by the executive and as 
implemented by the legislature. Therefore, 
inappropriate categorization clouds the determination 
of the “real” costs of providing services as currently 
required by law and the cost of something new. 
Consequently, the distinction begins to lose meaning. 


~ 


The distinction between a present law adjustment and a 
new proposal will often be nebulous for certain types of 
adjustments. However, there should be little doubt in 
most instances, and no doubt when statutes specifically 
direct the type of adjustment. 


The executive has generally maintained an appropriate 
distinction between general fund present law adjustments 
and new proposals. However, two adjustments with major 
general fund impact were inappropriately classified, as 
discussed below. In addition, Volumes 3 and 4 of the 
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Legislative Budget Analysis contain a number of instances 
where staff has alerted the legislature to obviously 
inappropriate classifications in both general fund and other 
funds in individual agencies. 


1. Department of Corrections Additional Staff - In the 
2001 biennium the Department of Corrections added 
59.0 FTE correctional officers without legislative 
review. These FTE were added to the 2003 biennium 
request in a present law adjustment, despite explicit 
expectations by the Legislative Finance Committee 
that they would be appropriately requested in a new 
proposal. Total cost is $5.9 million in the 2003 
biennium 

2. Local Government Reimbursements - As a result of 
the passage of SB 184, the 1999 legislature provided 
general fund to reimburse local governments for lost 
revenue. The 1999 legislature in special session in 
May, 2000 added a $37 million general fund “reserve” 
for increased 2003 biennium costs, but did not 
appropriate the funds. The legislature’s chief legal 
counsel issued an opinion that present law for the 
2003 biennium was the total appropriation provided in 
the 2001 biennium, or $70.6 million general fund. 
The executive included $109.9 million in present law, 
or $39.3 million more than present law. 


Two major funding adjustments were made to the base, 
rather than segregated in decision packages for legislative 
review. 


1. Matching Rate for Medicaid Funds - The state 
receives significant funding from the federal 
government for various Medicaid programs, for which 
it must pay a matching rate to receive. Due to 
changes in Montana’s relative per capita income and 
other factors, Montana has to pay a smaller matching 
rate than was paid in fiscal 2000. The reduction in 
general fund and increase in federal funds was 
included in base funding adjustments by the 
executive, masking the true increase in general fund 
costs in several divisions of the Department of Public 
Health and Human Services. 

2. Replacement of 9 mil and 6 mil levy revenue with 
general fund — Due to changes enacted by the 1999 
legislature, the state will receive less revenue from 
the 9 mil levy collections used to fund various human 
services programs and the 6 mil levy used to fund the 
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Montana University System. The executive replaced 
funding from both of those sources, estimated at about 
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$8.9 million, in base funding adjustments. 


BUDGET DETAIL 


Statute addresses the need of the legislature and its staff 
for early submission of budget detail of the entire 
Executive Budget, and establishes a November 15 
deadline for this submission. This provides the legislature 
an opportunity for analysis and review of the budget 
proposal in preparation for the session. 


Major portions of the published Racicot Budget are either 
presented in only outline or conceptual form, with little 
explanation of the policies needed to implement the 
proposed change or the mechanics of implementing the 
initiatives. In some instances, initiatives are not discussed 
at all in the November 15 budget document. The LFD has 
raised this same concern in the last three budget 
analyses, and while there has been some improvement 
over prior budget submissions, this continues to be an 
area that should be of concern to legislators. 


The lack of budget detail made it difficult for staff to 
analyze many proposals thoroughly, and in many cases 
staff could only raise questions, since budget details were 
insufficient to reach conclusions and provide options. In 
some cases, the core details of initiatives were still being 
developed well after November 15. Therefore, the 
opportunity for the legislature to obtain a clear 
understanding or analysis of these issues in advance of 
the session is impaired. 


The following list provides examples of the areas where 
budget detail was considered incomplete. 


Long Range Planning proposals — The November 15 
budget provided only summary data, and access to 
detailed information was unavailable. As of December 15, 
the publications detailing these proposals were still not 
available. 


General Fund Balance Sheet — A number of the entries 
to the Executive general fund balance sheet had no 
explanation of their origin, and required significant follow- 
up to analyze their impact and issues. 


Tax Policy Proposals - The Executive Budget included 
four tax policy proposals, but very little information was 
provided in the published Executive Budget. Specifics of 
the proposals were not available until draft bills were 
prepared. Further, the draft bills in some cases differ 
substantively from the published proposals. 


Expenditure Limitation — Statute sets a growth limitation 
on state budget expenditure levels. The executive budget 
was submitted without documenting the calculation of 
compliance with the expenditure limitation. 


OTHER MAJOR FUNDS 


Governor Racicot’s budget proposes the provision of 
funding in excess of available account funds from several 
state special revenue accounts with dedicated revenue 
sources. LFD analysts have raised issues in the agency 
budget analysis narratives in volumes 3 and 4 of the LFD 
Budget Analysis Report with these funds . Two significant 
issues of precarious or over-committed balances occur in 
the Highways Special Revenue Account and the resource 
indemnity trust accounts. These issues are described 
briefly below. 


HIGHWAYS STATE SPECIAL REVENUE 
ACCOUNT 


The Highways State Special Revenue Account is used to 
fund highway construction, maintenance, and _ safety 
activities of the departments of Transportation and Justice. 
The account has experienced erosion of its working 
capital balance due to structural imbalances between 
revenues and expenditures. The historical lag of revenue 
behind expenditure growth has driven the account to a 
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precarious financial position. The executive has included 
an initiative in the 2003 Biennium Executive Budget aimed 
at reversing this situation by increasing motor fuel 
revenues through tighter enforcement of motor fuel tax 
laws. However, the initiatives also increase annual 
administrative costs by more than $0.5 million without 
providing measures for assessing initiative impacts. For a 
further discussion, see the Highways Special Revenue 
Account discussion on page 100 of this volume, and in the 
narrative for the Department of Transportation on page A- 
64 in Volume 3 of the Legislative Budget Analysis. 


RESOURCE INDEMNITY TRUST ACCOUNTS 


Seven funds derive income from the resource indemnity 
trust (RIT). The executive is asking for appropriations that 
would drive four of these funds into negative balance 
situations. Additionally, accounting errors have reduced 
the available beginning balance in 5 of the 7 funds. These 
errors will have a $5.3 million impact over the 2003 
biennium. For a further discussion of the RIT, see the 
Other Fiscal Issues Section of this volume, page 100. 
The discussion is also contained in the narrative for the 
Department of Natural Resources and Conservation on 
page C-130 in Volume 4 of the Legislative Budget 
Analysis. 
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INTRODUCTION TO OTHER FISCAL ISSUES 


This section discusses several fiscal issues not directly 
related to the Executive Budget, but that will potentially 
have an impact on the budget passed by the legislature 
and/or the budget process. The purpose of this section is 
to provide legislators with an overview of each of these 
issues. The issues discussed in this section are listed 
below and are discussed in more detail in the pages that 
follow. 


e Tax Policy Initiatives - Non-Executive. There 
are proposals for tax reform that are not in the 
Executive Budget, that address income tax, local 
government funding, and court funding. 

e Tobacco Settlement Funds. The state expects 
to receive $63.5 million in the 2003 biennium, at 
least 40 percent of which will be deposited into a 
trust. 

e Montana Power Sales - Revenue Impact. The 
Montana Power Company is in the process of 
selling off its energy businesses, including its 
utility, as it changes its focus to its 
telecommunications subsidiary. It expects to 
complete the sale in the first half of 2001. 

e Mental Health Services: Interim Study. The 
Legislative Finance Committee has proposed a 
number of bills to implement recommendations of 
the HJR 35 subcommittee. 

e Earmarked Revenues/Statutory Appropria- 
tions: Interim Study. The Legislative Finance 
Committee performed a_ review and 
recommended changes of certain dedicated 
revenues and statutory appropriations. 


Fund Balance Adequacy/Reserves. The 
legislature will again need to determine what 
amount of ending fund balance is sufficient to 
ensure budget stability, particularly as Montana’s 
economic outlook has become so fraught with 
uncertainty. 
HB 64: 15 Percent Budget Reduction Options. 
This is the first Executive Budget that includes a 
new requirement of base reduction options as 
part of the budget submission. 
Unified Computer Budget. HB 2 of the 1999 
session directed OBPP to submit information 
technology actual expenditures and budget 
requests in a consolidated presentation. This 
information will be reviewed by a _ select 
committee at the beginning of the session. 
Information Technology Governance. The 
Legislative Finance Committee, through an 
interim study, recommended creation of a 
Department of Information Technology. 
Other Major Funds 
= Highway Special Revenue Account. The 
2001 legislature is faced with a declining 
working capital balance in the highways 
state special revenue account. 
= Resource Indemnity Account. Of seven 
accounts that have historically received 
portions of RIT allocations or interest 
earnings, four are projected to have negative 
balances by the end of the 2003 biennium. 


a 
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TAX POLICY INITIATIVES —- NON EXECUTIVE 


INCOME TAX PROPOSAL — REVENUE AND 
TAXATION COMMITTEE 


The Revenue and Taxation Committee has approved a 
committee bill to simplify the state personal income tax. 
The committee identified Montana’s high marginal rate of 
11 percent as a disincentive to economic development. 
The proposal would: 
e make the tax base equal to federal taxable 
income, subject to adjustments, 
e provide additions to income for: 
= early withdrawal of funds from medical 
savings accounts, family education savings 
accounts, and first-time homebuyers 
accounts; 
= non-Montana local bonds; and 


Provide exemptions to income for: 

e interest on U.S. Government bonds; 

e native American income earned on a reservation; 

e retirement income, phased-out at levels higher 

than $60,000; 

e active duty military income; 

e tip and unemployment income; 

e medical savings account contributions; 

e family educations savings account contributions; 
first-time homebuyers account contributions; and 
e regular and long term medical care insurance 

premiums 


The proposal reduces the number of tax rate brackets to 
four, as shown in Figure 1. 


The income bracket boundaries for married joint filings are 
twice those for single filers and married single filers. Head 
of household brackets are set at 80 percent of the married 
joint filing brackets. All households filing a married joint 
return at the federal level would be required to file a 
married joint return under the proposed changes to state 
income tax laws. The income brackets would be adjusted 
for inflation. Because the tax base is equal to federal 
taxable income which has no deduction of federal taxes 
paid during the tax year, the proposed Montana taxable 
income would also not allow for deduction of federal taxes 


paid. Existing state income tax credits would be 
continued. The proposed law would become effective 
January 1, 2002. It is estimated that the proposed law 
would reduce revenues to the general fund by $6.2 million 
in fiscal 2003. 


Figure 1 
Tie to Federal Taxable Income 
Proposed Law Tax Rates 


If MT Taxable Income 
is over but not over Multiply by and substract 


Married Joint 
$6,000 4.0% $0 


$41,000 5.0% $60 
$125,000 6.0% $470 
$125,000 Unlimited 6.6% $1,220 


_ Head of Household 
$0 $4,800 4.0% $0 
$4,800 $32,800 5.0% $48 
$32,800 $100,000 6.0% 
$100,000 Unlimited 6.6% 


Single Filers 
$0 $3,000 4.0% 


$3,000 $20,500 5.0% 
$20,500 $62,500 6.0% 
$62,500 Unlimited 6.6% 


Married Separate 

$0 $3,000 4.0% 
$3,000 $20,500 5.0% 
$20,500 $62,500 6.0% 
$62,500 Unlimited 6.6% 





LOCAL GOVERNMENT STRUCTURE AND 


FUNDING COMMITTEE 


SB 184, passed by the 1999 legislature, created an 
interim committee to study the funding and structure of 
local governments. The committee contained ten 
members including two senators, two representatives, a 
city manager, a city councilman, two _ county 
commissioners, a county treasurer, and the director of the 
Department of Revenue. 


The committee developed the following goals: 


1. Simplify billing, collection, accounting, distribution and 
reporting of all revenue. 
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2. De-earmark revenue and eliminate expenditure 
mandates for local government. 

3. Create a rational, dependable, stable funding 
structure for cities and counties. 


The committee met several times, received testimony from 
county, city and school representatives and the public. 
The committee will propose 6 pieces of legislation: 


1. A proposal to change the flow of revenue between 
state, local governments, and schools and create an 
entitlement share program to make local governments 
and school districts whole; 

2. A proposal to change the budgeting and accounting 
laws; 

3. A proposal to extend earmarking laws to local 
governments; 

4. A proposal to establish a local option sales tax; 

A proposal to establish a local option realty tax; and 

6. A proposal to establish a state and local relationship 
committee 


on 


The goal of the committee was to make the financial 
impacts on state and local government balance sheets 
neutral. The committee estimated the impacts shown in 
Figure 2. 


State and Local Revenue Changes 


Beginning in fiscal 2002, the proposal with the largest 
funding impact reallocates revenue received by local 
governments, and school districts, and some state special 
revenue accounts to the general fund. The proposal 
replaces foregone revenue with state entitlement grants 
out of the state general fund. The revenue sources which 
local governments and school districts (and some state 
special revenue accounts) would relinquish are as follows: 

e Motor vehicle registration fees, but not local 

option vehicle taxes or GVW fees; 

e Vehicle license fees; 

e Petition for adoption fee 

e Dissolution of marriage fee 

e Gaming revenue; 

e District court fines and forfeitures; 


Figure 2 
Impact of Local Government Proposal 
on State and Local Governments 
Annual, in Millions 
Government State State Local 


Account General Fund Special Revenue Governments 


Revenue Impacts $ 155.0 $ (20.7) $ (199.1) 
HB2 Sate Expenditure Impacts (49.1)° 14.3 - 

Statutory Appropriations (24.1) 6.4 82.4 
Local Cost Savings 34.8 
Local Entitlements (81.8) - 81.8 


Total = $ 


--Based on Nov 3, 2000 publication of Local Government Funding and Structure 
Committee; based on fiscal 2001 numbers. Schools are in Local Governments. 


-- Tax Revenue lost to local government is in text. Revenue gain to general fund is 
same but includes 9 mill revenue and excludes property tax reimbursements. Revenue 
loss to state special accounts include 9 mill revenue, vehicle fees and licenses and 
other fees. 


-- HB2 - increased state expenditures on district court and welfare programs. 


-- Increased Statutory Appropriations are made to state special accounts, TIF's, school 
districts and county education funds for two years. SA savings are HB20 
reimbursements and SB184 reimbursements. 


-- Local cost savings are due to state assuming costs for district courts and welfare 


-- Local Entitlements are ongoing statutory appropriations to counties and cities. 





e Financial institutions tax; 

e Federal Taylor Grazing revenue; 

e Aeronautics fee; 

e State land payments in lieu of taxes; 

e Department of Fish, Wildlife and Parks payments 
in lieu of taxes; 

e Alcohol related taxes; 

e Al state personal property tax reimbursements; 
and 

e 9-mill levy revenues 


Except for personal property reimbursements, these 
revenues would be deposited in the state general fund. 


Personal property tax reimbursement revenues lost by 
local governments and school districts would become a 
cost savings to the state general fund. Major tax sources 
for which the present law allocation would remain in force 
include federal forest revenues and natural resource 
revenue which the state and local governments would 
continue sharing. All non-levy revenue associated with 
the 6-mill levy would be deposited in the general fund. All 
fees and other revenue collected at the local level for local 
use would remain at the local level. 


For fiscal 2001, the committee estimated that the revenue 
reductions to local government and school districts would 
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be $200.0 million. 67.4 percent would be borne by 
counties, cities and towns, and tax increment financing 
districts (TIF’s) and the remaining revenue loss would be 
borne by school districts. This amount does not include 
the state special revenue account losses of $6.4 million. 


Counties would have two functions replaced by state 
funding, thus reducing in part local revenue requirements. 


The state would take over funding of almost all functions . 


performed by district courts (except for clerk of court) and 
by county welfare and protective services programs. The 
committee estimated that for fiscal 2001, counties would 
save $34.8 million in costs associated with these 
programs and the state would experience a like amount in 
increased spending obligations to fund district courts and 
local welfare programs. 


The state would replace the net revenue losses borne by 
counties, cities, and miscellaneous taxing districts by 
establishing for each jurisdiction an entitlement share. 
Each jurisdiction’s entitlement share would be the sum of 
net revenue lost in that jurisdiction in the base year as 
calculated by the Department of Revenue. The revenue 
loss borne by state special accounts, TIF’s, school 
districts, county transportation funds, and county 
retirement funds would be made up by the state through 
statutory appropriations or block grants with a statutory life 
of two years. The calculation of the block grants would be 
the same as for the entitlement shares for counties and 
cities. The Office of Public Instruction would disperse the 
block grants to the school related accounts at the district 
and county levels. 


The entitlement share to counties and cities would be a 
statutory appropriation from the general fund to the local 
jurisdiction. Once the base amount is known, the 
entitlement share would be increased each year by an 
inflation adjustment. 


The proposal would also change the property tax limits for 
each local government. Under current law, each local 
government may not levy more property taxes than in the 
prior year, unless the revenue is attributable to newly 
taxable property. Under the proposal, the following would 
be allowed: 
e A provisional limit for fiscal 2002 to provide at 
least 2 percent growth in the total of property tax 
and entitlement share revenue; 
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e Establishment of a long term property tax limit 
calculated as the fiscal 2002 amount of property 
tax assessed plus a growth factor of ¥ of the last 
three year average rate of inflation; 

e Preserve the right of local governments to use 
the full property tax limit without using it every 
year; 

e Clarify the definition of “newly taxable property; 
and ; 

e Eliminate all local mill levy caps (except for 2- 
mill emergency levy). 


Budgeting and Accounting Changes 


The committee also proposed several additions and 
changes to laws regarding local government budgets and 
accounting. Most of the changes increase local 
government flexibility. Some changes require local 
governments to follow more uniform accounting 
standards. The proposal extends and strengthens the 
Department of Commerce’s reporting and audit 
responsibilities. 


Earmarking and Mandate Guidelines 


This. proposal establishes guidelines for earmarking 
revenue to local government and a process to 
continuously review earmarked revenue by the Legislative 
Finance Committee. The proposal also clarifies the 
process of establishing and funding state mandates for 
local government. 


Local Option Sales Taxes 


This proposal authorizes a local option sales tax not to 
exceed 4 percent on the same goods as the existing 
statute governing resort taxation (7-6-1501, MCA). In 
addition, the resort tax is expanded to include the taxation 
of tourism related services. Any municipality or county 
may impose the local option sales tax, subject to approval 
by the voters. If the tax is imposed by a county, 50 
percent of the revenue is divided between the county and 
its municipalities based on population ratios, and 50 
percent must be distributed based on the origin of the 
transaction. If the tax is imposed by Billings, Bozeman, 
Butte, Great Falls, Helena, Kalispell or Missoula, or the 
counties in which each of these cities is located, then 25 
percent of the local option tax revenue must be remitted to 
the Department of Revenue for redistribution. The 
department would distribute these monies to each county, 
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city and town (except the large trade center cities listed 
above) based on the ratio of the population of the 
jurisdiction to the total population of the state, unless that 
jurisdiction has its own local option sales tax. 


Local Option Realty Transfer Tax 


This proposal authorizes counties or municipalities to 
impose a local option realty transfer tax up to 1 percent on 
the sale and transfer of real estate, excluding agricultural 
land, government property, and certain other transfers. 
The tax must be approved by voters and may only be 
used by the governing entity for infrastructure. The taxing 
jurisdiction imposing the tax would retain 80 percent, and 
must forward the remainder to the state, where it would be 
deposited in the treasure state endowment special 
revenue account. 


State Local Government Relationship 
Committee 


This proposal would create a four year state and local 
government relationship committee, composed of four 
Senators, four Representatives, three representatives of 

county government, two representatives of city 
governments, one representative from K-12 education, 
and one nonvoting member each from the Departments of 
Revenue and Commerce. The committee would be 
Staffed by the Legislative Services Division. The purpose 
of the committee would be to provide oversight of state 
and local government relations, and produce 


recommendations to further streamline and rationalize 
revenue flows and simplify administrative practices. 


DISTRICT COURT FUNDING AND 
STRUCTURE COMMITTEE 


The interim committee on district court funding and 
structure will recommend that the state take over almost 
all functions of all district courts in the state, beginning in 
fiscal 2002. Only the duties of the district clerk of court 
and staff will remain local responsibilities. All other 
district court personnel would become state employees. 
The state general fund would receive $6.2 million per year 
in motor vehicle fees that currently are allocated to the 
district court special revenue account. In addition, nearly 
$1.9 million in district court fines and forfeitures would be 
deposited in the general fund. The committee estimated 
that the state’s district court costs would increase by $23.1 
million in fiscal 2002 and by $24.4 million in fiscal 2003. 


The net cost to the state would be offset by proposals 
made by the local government funding and structure 
committee. If that legislation passes, the net cost to the 
state general fund would be an increase of $1.7 million in 
fiscal 2002 and $2.3 million in fiscal 2003. These 
increases are due to increases in salaries for the new 
state employees and higher costs anticipated for 
equipment. 


TOBACCO SETTLEMENT 


Montana receives revenue as a settling party to a Master 
Settlement Agreement with four original tobacco 
companies and 19 subsequent companies, thus ending a 
four-year legal battle that included 46 states, Puerto Rico, 
American Samoa, the U.S. Virgin Islands, the North 
Mariana Island, Guam and the District of Columbia. All 
told, there were 52 total settling entities. Montana is 
eligible for four types of payment: 1) reimbursement for 
legal costs (received December 1999); 2) five initial 
payments (two received in fiscal 2000 with an additional 
one per year expected in fiscal 2001, 2002, and 2003); 3) 
on-going annual payments; and 4) strategic contribution 
payments (from fiscal 2008 through 2017). The Master 
Settlement Agreement places no restrictions on how the 
money is to be spent. 


REVENUE 
The total amount of tobacco settlement funds available to 
Montana may be affected by a number of adjustments. 


Figure 3 
Tobacco Settlement Revenue 


Fiscal Year Initial Annual Legal 
Payment Payment Costs Total 


$19,622,462 $15,138,724 $43,225 $34,804,411 
9,099,634 17,029,269 26,128,903 
9,219,820 22,321,091 31,540,911 
9,325,903 22,586,519 31,912,422 
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The two most important are the adjustments for inflations 
and volume of cigarettes shipped nationally. The amount 
of Montana’s share will increase if inflation is positive and 
decrease with deflation. The amount will also decrease if 
the number of cigarettes shipped nationally decreases and 
will increase if the number increases. Figure 3 shows the 
revenue Montana has received in fiscal 2000 and the 
amounts to be received through the fiscal 2003 as 
estimated by the Revenue and Taxation Committee. 


DISTRIBUTION 


In fiscal 2000, the revenue received from the Master 
Settlement Agreement was deposited to the general fund. 
However, due to passage of Montana Constitutional 
Amendment 35 by the electorate in November 2000, 
beginning in January 2001, the legislature is required to 
dedicate not less than 40 percent of tobacco settlement 
money to a permanent trust fund. The remainder of the 


money will continue to be deposited into the general fund. 
Figure 4 
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Since the legislature has not yet determined the exact 
percentage to be distributed to the trust fund, the revenue 
estimate assumes 40 percent. Figure 4 shows the 
amounts estimated to be distributed between the general 
fund and the trust fund through fiscal 2003. 


As stipulated in the new constitutional amendment, 


_interest earnings from the trust fund are to be distributed: 


1) 90 percent for appropriation by the legislature for 
disease prevention programs and state programs 
providing benefits, services, or coverage related to the 
health care needs of the people of Montana; and 2) 10 
percent to the trust. Money in the trust fund can be spent 
if approved by 2/3 of each house of the legislature. 
Appropriations of principal, income, or interest from the 
trust fund cannot be used to replace state or federal 
money that support tobacco disease prevention programs 
that existed on December 31, 1999. 


Tobacco Settlement Revenue Distribution 


General Fund =‘ Trust Fund 
60% 40% 


Fiscal 
Year 


$34,804,411 $0 


15,677,342 
18,924,547 
19,147,453 


10,451,561 
12,616,364 
12,764,969 


Total 





Trust Interest Earnings 
90 Percent 10 Percent Total 


$34,804,411 
26,128,903 
31,540,911 
31,912,422 


$452,946 
1,241,879 
2,083,744 


$50,327 
137,987 
231,527 


$503,273 
1,379,866 
2,315,271 


MONTANA POWER SALES — REVENUE IMPACT 


On March 28, 2000, the Montana Power Company 
(MPC) announced that it would divest itself of all energy 
businesses, including its utility, and invest the proceeds in 
telecommunications under its subsidiary, Touch America. 
Once the sale of the utility business is complete, the 
Montana Power Company will ask its investors to allow its 
subsidiary, Touch America, to become the parent 
corporation. 


On August 28", 2000, MPC announced the sale of its oil 
and gas properties to PanCanadian Petroleum Limited of 
Calgary for $475 million. Though some of these 
properties are in Montana, many are in other states and 
Canada. This sale was completed on October 31, 2000. 
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On September 15", MPC announced the sale of its coal 
properties to Westmoreland Coal Company of Colorado 
Springs for $138 million in cash. The properties include a 
mine and a coal enhancement plant in Rosebud County, 
Montana, and a mine in Texas. The sale is expected to 
be complete sometime during the first quarter of calendar 
2001. 


On September 20, 2000, MPC announced the sale of its 
subsidiary Continental Energy and its power assets to BBI 
Power Corporation of Maryland for $84.5 million in cash. 
The properties include seven electrical generating plants, 
nationally and in foreign countries. Also transferred is a 
500 megawatt plant under development outside of Butte, 
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Montana. The sale is expected to be completed sometime 
during the first quarter of calendar 2001. 


On October 2, 2000, MPC announced the sale of its 
electric and natural gas utility business to Northwestern 
Corporation of South Dakota for approximately $1.1 
billion. The assets transferred include MPC’s electrical, 
natural gas transmission and distribution assets, as well 
as MPC’s lease interest in Colstrip 4. Northwestern is 
expected to accept the contracts MPC has made with 
qualifying facilities. MPC will also transfer $488 million in 
existing Montana Power debt. The net cash payment to 
MPC will be in the range of $611 million. MPC has stated 
that it expects the sale to be complete during the first half 
of calendar 2001. 


The announced total of these sales is $1.8 billion, with a 
cash total of around $1.3 billion. MPC has not announced 
the federal or state corporation capital gains tax liability 
that will be associated with the sale of these properties. 
Whatever the amount of the tax liability, three of the sales 
will probably be complete before the end of the first 
quarter of calendar 2001, thus producing a tax liability to 
state and federal governments in fiscal 2001. 


The timing of the fourth sale, the utility business, is much 
less certain. The sale requires approval by the Federal 
Energy Regulatory Commission (FERC) and of the buyer 
by the Montana Public Service Commission (PSC). 


A factor that may delay the utility sale is the recent 
Supreme Court case involving MPC and the PSC. The 
PSC had scheduled initial hearings on the request for sale 
in October 2000, but the hearings were deferred until 
resolution of Montana Power Company vs. Montana 





Other Fiscal Issues 


Public Service Commission before the Montana Supreme 
Court. The case appeals a district court judgment in favor 
of Montana Power Company. The issue applies to 
methodology used to calculate the transition costs 
associated with transition to deregulation of the power 
generation industry in Montana as authorized in SB390 
and passed by the 1997 legislature. The initial suit in 
district court was brought by MPC against the PSC in the 
spring of 2000, after the PSC denied legality of MPC’s 
proposed transition cost methodology in January 2000. 
This methodology was based on the future tracking of 
several classes of transition costs over an indefinite period 
of time. 


The district court found that denial by the PSC of MPC’s 
transition methodology was a “regulatory taking” of its 
property under US and State Constitutions. The district 
court found that because the statute created in SB 390 did 
not exclude the tracking methodology for recovering 
transition costs, the denial exceeded the PSC’s authority. 
The PSC asserts that: 1) state law requires a final 
settlement of the net verifiable costs of transition by a 
certain date; 2) the methodology proposed by MPC would 
not allow netting the benefits of transition with the costs; 
and 3) the district court erred in failing to defer to the 
expertise of the PSC in interpreting a statute administered 
by the PSC. 


In summary, the sale of the four MPC properties may 
generate additional capital gains tax revenues for 
Montana. The amount of the additional revenue and 
timing of the sale of MPC’s utility property is uncertain. 
The general fund revenue estimates, as adopted by the 
Revenue and Taxation Committee for the 2003 biennium, 
do not contain the fiscal impact of the MPC sales. 


INTERIM STUDY OF PUBLIC MENTAL HEALTH SERVICES 


The 1999 legislature passed House Joint Resolution 35 
(HJR 35) directing an interim study of public mental health 
services. The study was undertaken by a subcommittee 
of the Legislative Finance Committee (LFC) with 
membership drawn from: 1) the LFC; 2) the Interim 
Committee on Children, Families Health and Human 
Services; and 3) the Legislative Audit Committee. 


SUMMARY OF LFC RECOMMENDATIONS 


The LFC: 
e Recommended adoption of six bills, as 
summarized in the narrative below; 
e Requested that the Health and Human Services 
Joint Appropriation Subcommittee consider 
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several issues relative to public mental health 
services expenditures and budgets; and 

e Requested that the Legislative Audit Committee 
undertake a performance audit of DPHHS 
internal management processes in order to 
ensure compliance with federal criteria in the 
administration of programs funded by Medicaid. 


PROPOSED LEGISLATION 


The six bills recommended by the LFC are summarized as 
follows. 


LC0369 is an act revising the laws relating to the public 
mental health system and managed care. This bill: 

e Rescinds requirements that © DPHHS 
incrementally implement mental health managed 
care and retain a mental health managed care 
consultant; 

e Changes the definition of the managed care 
community network to clarify what type of 
contracts and services constitute managed care; 

e Removes the requirement that a Medicaid- 
managed health care entity be subject to 
licensure and financial solvency provisions of the 
insurance code; 

e Requires that a Medicaid-managed care 
contractor demonstrate to the Insurance 
Commission that it can bear the level of financial 
risk under a managed care contract prior to 
DPHHS entering into the contract; 

e Changes existing statutory requirements for a 
system of integrated health care services from 
passive to active voice; and 

e Moves the authority for a mental health services 
program for persons ineligible for Medicaid to a 
section of statute separate from the Medicaid 
statutes. 


LC0368 is an act defining professional persons, to include 
advanced practice registered nurses, and providing that 
advanced practice registered nurses have certain rights 
and responsibilities similar to physicians. This bill: 
e Includes advanced practice registered nurses 
with a psychiatric specialty as a professional 
person within mental health system statutes; 
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e Allows an advanced practice registered nurse 
(with prescriptive authority) to prescribe and 
administer medication at MSH; and 

e Allows advanced practice registered nurses to 
testify as a professional in court proceedings. 


LC0367 revises the statutes relating to the mental health 
managed care ombudsman. This bill: 
e Requires the ombudsman to prepare an annual 
report; 
e Clarifies that the ombudsman may not provide 
legal advice; and 
e Provides for confidentiality of information 
associated with an individual and compiled by the 
ombudsman in the course of conducting an 
investigation. The act also provides for 
exceptions relative to confidentiality, including 
disclosure when a court has determined. that 
information is subject to a compulsory legal 
process or discovery. 


LC0514 would allow the use of video teleconferencing in 
certain court proceedings dealing with mental illness, and 
would provide for the costs thereof. This bill would: 
Allow courts to use video teleconferencing for certain 
hearings; and 
e Provide that the payment for the video 
proceedings become the responsibility of the 
party who has custody of the person subject to 
the court proceedings. 


LC0370 is a resolution directing DPHHS and the 
Department of Corrections to coordinate and collaborate 
with state agencies, local governments, and the judiciary 
relative to training and education programs on issues 
involving persons with serious and disabling mental 
illnesses and the criminal justice and corrections systems. 
The resolution also directs other state agencies to 
cooperate and coordinate in training and education 
programs focusing on mental illness. 


LC0513 would provide for the continuance of the study of 
the public mental health system, and would include 
representatives from the LFC and other appropriate 
legislative interim committees. Several interim legislative 
standing committees are considering study topics related 
to mental health services in the 2003 biennium. This bil 
directs that the study committee be set up as a 
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subcommittee of the LFC and that membership be drawn 
from each of the interim committees interested in 
reviewing mental health issues. Such a structure would 
provide for an efficient, integrated and less duplicative 
approach to legislative consideration and the oversight of 
public mental health services. 


DIRECTION TO HEALTH AND HUMAN 
SERVICES JOINT APPROPRIATION 


SUBCOMMITTEE 


The LFC requests that the Health and Human Services 
Joint Appropriation Subcommittee consider six issues 
during hearings on the 2003 biennium appropriation for 
DPHHS. These issues are: 

e Review options to expand eligibility for Mental 
Health Services Plan and impose the cost 
sharing initiated during the HJR 35 study; 

e Establish MHSP financial eligibility for children 
eligible for both MHSP and CHIP at the same 
level as financial eligibility for CHIP; 

e Review DPHHS estimates of: 1) the average 
cost of providing mental health services by 
system component and age of recipient; and 2) 
the average cost of a high-end mental health 
services user by system component and age of 
recipient; 

e Closely evaluate the appropriation request for 
MSH, and particularly the estimate of the 
average daily population for the facility; 

e Review the DPHHS implementation of federal 
Medicaid matching reimbursement to local 
governments for transporting Medicaid eligible 
persons to medical treatment; and 

e Review the DPHHS case management model 
developed at the request of the LFC. 


ENDORSEMENT OF MENTAL HEALTH 
OVERSIGHT ADVISORY COUNCIL 
RECOMMENDATIONS 


_The LFC reviewed recommendations made to DPHHS by 
the Mental Health Oversight Advisory Council (MHOAC). 
The LFC endorsed several recommendations including: 
e Funding 1.0 FTE to help develop training for law 
enforcement personnel and interfacing groups in 
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recognition of mental illness and of the issues 
involved in dealing with persons with a mental 
condition; 

e Developing standardized screening for mental 
illness to -be used in the context of the 
correctional system; and 

e Supporting and providing for family and provider 
education and contracts for peer-to-peer 
education. 


The Executive Budget includes 1.00 FTE and $85,000 
general fund ($135,000 total funds) over the biennium to 
implement this recommendation. The purpose and scope 
of this recommendation is covered in resolution LC9003, 
recommended by the LFC. 


REQUEST FOR PERFORMANCE AUDIT 


The LFC reviewed several mental health services 
established by DPHHS during the 2001 biennium and 
concluded that processes used to establish, implement 
and fund the services may not comply with federal 
regulations governing Medicaid Program administration. 
The LFC did not question the value or integrity of the 
services, but focused its concern on the implementation 
and cost development processes used to authorize and 
fund the services using Medicaid funds. The LFC also 
recognized a change made during reorganization of 
human services programs in 1995, which spread Medicaid 
administration among four divisions. Two divisions had 
previously provided Medicaid administration. 


The LFC had concerns that spreading Medicaid 
administration among more divisions, given the inevitable 
turnover in management personnel, would dilute 
administrative knowledge of a very complex program. 


The LFC requested that the Legislative Audit Committee 
(LAC) undertake a performance audit of the internal 
management processes used by DPHHS to ensure 
compliance with federal Medicaid criteria. 
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EARMARKED REVENUES AND STATUTORY APPROPRIATIONS: INTERIM STUDY 


BACKGROUND 


SB 378 (enacted by the 1993 legislature) requires the 
Legislative Finance Committee (LFC) to review dedicated 
revenue provisions during the biennium interim in order to 
ensure that the provisions : 


e are based on sound principles of revenue 
dedication; 

e reflect legislative priorities for state spending; and 

e are terminated when no longer needed. 


The LFC is also directed to review statutory appropriations 
in order to determine whether the appropriation should be 
made by legislative appropriation. Emphasis is placed on 
those appropriations that fund administrative costs. 
Specific evaluation criteria to be used for purposes of the 
review are provided in statute. The law directs the LFC to 
establish procedures that facilitate the review and 
evaluation process; the committee’s findings are to be 
reported to the legislature.. This report for the 2001 
legislature is available from the Legislative Fiscal Division 
(LFD). 


Summary 


SB 378 exempts certain categories of accounts from 
future review. The 1995 biennium committee review 
exempted 98 accounts from future review, the 1997 
biennium committee review exempted 10, and the 1999 
biennium committee review exempted 1, although this last 
was for a four-year period only. 


The SB 378 Subcommittee chose to narrow its review of 
dedicated revenue accounts in the 2001 biennium to the 
analysis of state special revenue accounts in which the 
revenue source is fines or forfeitures. To facilitate the 
review, the LFD and the Department of Administration 
surveyed the administering agency of each state special 
revenue account to be reviewed. 


Statute defines revenue from fines and forfeitures as a 
“general revenue source.” The statute states that 
programs funded through dedicated revenue provisions 
for “general revenue sources” must be reviewed to the 
same extent that programs funded from the general fund 
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are. For that reason, if funds are derived from a general 
revenue source but benefit only a select group of people, 
the legislature needs to determine whether the funds 
should be de-earmarked and deposited to the general 
fund. The function would then be funded with general 
fund money, and thus would compete with all other 
functions funded from the general fund. 


The subcommittee narrowed the scope of its review of 
statutory appropriations in the 2001 biennium to the 
statutory appropriations added by the 1999 legislature. In 
past biennia, the subcommittee has reviewed each 
statutory appropriation. 


Proposed Legislation 


Legislation has been drafted (LC0270) at the request of 
the LFC to implement the recommendations that follow. 


State Special Revenue 


The LFC recommends that the following accounts be de- 
earmarked and the revenue deposited to the general fund: 


1. Fines and Penalties (82-4-311, MCA) — Revenues 
_received by the Department of Environmental Quality 
from fines and penalties imposed for violations of 
metal mine reclamation laws would be de-earmarked 

to the general fund. 

2. Forfeitures (81-5-111, MCA) — Revenues received 
by the Department of Livestock from the proceeds of 
the sale of property used for the theft or transportation 
of stolen livestock would be de-earmarked to the 
general fund. 


Statutory Appropriations 


The Legislative Finance Committee recommends the 
following changes: 


1. Appropriate by statute the funds derived from the 
timber harvest on common school trust lands, which 
go to the technology acquisition fund (20-9-534, 
MCA); and 

2. Appropriate by statute the transfer of money 
segregated by county in the Hard-rock Mining Impact 
Trust Account following allocation to the hard-rock 
mining impact trust reserve account (90-6-331, MCA); 


Legislative Fiscal Division 


Other Fiscal Issues to Consider 


3. Eliminate the statutory appropriation of proceeds 
gained from the sale of forfeited property used for the 
theft or transportation of livestock (81-5-111, MCA). 


Changes enacted by the 1997 legislature allow the 
Legislative Finance Committee to exempt statutory 
appropriations from future review. The following statutory 
appropriations have already been exempted from future 
review by the LFC. Of these: | 
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1. Six are exempt from all future reviews (5-13-403, 10- 
3-203, 17-3-106, 20-8-107, 80-2-222, and 80-4-416, 
MCA); and 

2. Nine are exempt from future reviews until fiscal 2002 
(sections 23-5-136, 23-5-306, 23-5-409, 23-5-610, 
23-5-612, 23-5-631, 44-13-102, 67-3-205, and 87-1- 
513). 


FUND BALANCE ADEQUACY/RESERVES 


The economic outlook for the state is very tenuous. 
Employment and wage indicators continue to demonstrate 
slow to moderate growth. In addition, the state’s fiscal 
stability is not immune to economic and political changes, 
globally and nationally. General economic factors that 
have had an impact resulting in slower growth in state 
revenues during fiscal 2001 include the price depression 
of natural resources and farm products. Some of the 
effects of higher interest rates and energy prices are 
beginning to show, although the impact of these factors 
may not reach full realization until after adjournment of the 
legislative session. As a result, the outlook for the 2003 
biennium is even less certain. 


Attaining general fund budget stability means more than 
setting appropriations equal to anticipated revenues, with 
a positive ending fund balance serving as a safety net. 
The adequacy of the state’s fund balance can signify the 
difference between whether or not the state is forced to 
confront the unpleasant consequences of fiscal instability. 


Montanans are all too familiar with the consequences of 
general fund balance inadequacy. In the late 1980’s and 
early 1990’s, the state general fund experienced a deficit 
between revenues and disbursements. Much of the 
growth in the disbursement rate is a result of natural 
growth in expenditures due to inflation and/or caseload 
and enrollment increases, as well as supplemental 
spending for such contingencies as fire suppression or 
growing corrections caseloads. Revenue growth in the 
state has not always keep pace with expenditure growth. 


The 56th Legislature adjourned from the May 2000 
Special Session with a projected 2001 biennium general 
fund ending balance of $67.9 million. This amounts to 


approximately 3 percent of total expenditures. Within just 
a few months, the projection picture changed as the state 
incurred significant fire costs and became aware of 
projected human services and corrections increases. 
Together these factors contributed to a reduction in the 
projected fund balance of $66.0 million for the 2001 
biennium. This reduction occurred in spite of some 
apparent increases on the revenue side. Overall, this 
situation demonstrates the volatility of state revenues and 
expenditures. At the same time, there existed the 
possibility that the fund balance would be further reduced 
through the approval of three voter initiatives. Ultimately, 
all three of these initiatives passed in the November 2000 
election. 


Recognizing that budgetary imbalances occur, the state 
can either take a reactive or a proactive approach. During 
the 1993 and 1995 biennia, the state held three special 
legislative sessions to deal with budget shortfalls. 
Although special sessions allow lawmakers the ability to 
address issues relative to revenues and expenditures, 
special sessions can cost the taxpayers as much as 
$45,000 per day. The need for special sessions is also 
closely scrutinized by the national agencies that rate the 
state’s debt. Rating agencies also use a state’s general 
fund balance as a percent of revenues as one of the key 
financial indicators for credit analysis. 


Again from a reactive stance, budgetary fluctuation can be 
temporarily resolved through spending reductions. In 
accordance with 17-7-140, MCA, the Governor can 
authorize spending reductions: “...in an amount that 
ensures that the projected ending general fund balance for 
the biennium will be at least 1 percent of all general fund 
appropriations during the biennium.” Essentially, the 
executive branch assumes control of the budget decision- 
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making process by implementing spending reductions. 
Further, budgetary imbalances can be addressed only 
from one side of the equation -- expenditures. This means 
that legislative priorities could potentially get lost in the 
process. 


Because of the cost and disadvantages of taking a 
reactive approach to budget imbalances, the more 
effective method is to approach these issues proactively 
through provision of adequate fund balance reserves. 
National fiscal experts such as the National Conference of 
State Legislatures (NCSL) recommend a reserve fund 
balance of 3 to 5 percent of total appropriations or 
revenues. Because Montana’s budget is implemented on 
a biennial basis -- resulting in considerably more risk than 
an annual budgeting process -- the 3 to 5 percent should 
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be applied to biennial totals. At a minimum, the budget 
process should include a general fund ending fund 
balance of 2.5 percent of total biennial appropriations or 
revenues. For Montana, with a total general fund budget 
of $2.4 billion, this equates to a $60.0 million ending fund 
balance. 


The provision of an adequate general fund balance is 
essential to achieving a sound financial foundation. The 
level of fund balance reserves must be sufficient to offset 
the volatility of revenues and the potential for unforeseen 
expenditure increases. To this end, the legislature will 
again need to determine what amount of ending fund 
balance is sufficient to ensure budget stability. 


HB 64: 15 PERCENT BASE BUDGET REDUCTION OPTIONS 


Section 17-7-111(3)(g), MCA, enacted through HB 64 by 
the 1999 legislative session, directs those agencies of 
state government with more than 20 FTE to provide “a 
plan to reduce the proposed budget to 85% of the current 
base budget.” This plan must be constructed as part of 
the budget submission to the budget director, and must 
include: 


e a prioritized list of services that would be 
eliminated or reduced; 

e the savings that would result from each service 
elimination or reduction listed; and 

e the consequences or impacts of each elimination 
Or reduction proposed. 


Reduction scenarios are prepared in response to the 
question: If an agency’s appropriation is to be less than 
the current level, or if there are new services that should 
be implemented within limited resources, what services 
would not be provided? Completing this analysis prior to 
the session and in context with the budget preparation 
process is the optimum time for this type of analysis. This 
exercise is intended to provide “what if’ scenarios that 
provide the legislature and the Governor with information 
for use in assessing agency priorities. 


The target amount for the reduction plan is 15 percent of 
the base budget. This requirement does not specify which 
fund types are to be targeted. Agencies are asked to 
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develop the list of services for all funding sources. Since 
a given program/service is not usually funded in the same 
proportion as the whole agency, some latitude is allowed 
relative to non-general fund sources. Even so, every plan 
must include a general fund reduction equal to at least 15 
percent of the agency’s total general fund appropriation in 
the base budget. | 


Agencies were told that this information would not 
constitute an automatic “cut list,” and agency plans are not 
included in this publication. . The information will be 
maintained and presented separately for use as a tool by 
legislative analysts in support of the deliberations of 
legislative committees. This information will primarily be 
used when considering revenue shortfalls or when 
seeking funding methods for any new services proposed. 
These scenarios provide one opportunity by which the 
legislature can examine the base. 


Agencies do not find identifying programs or portions of 
programs for inclusion in the base reduction plan an easy 
exercise. Responding is difficult, because elimination of 
any specific service impacts program beneficiaries 
(constituents) as well as agency staff. Ultimately, both the 
legislature and agency management must weigh costs 
and benefits relative to other programs or services. 


Regardless of whether or not the program is ultimately cut, 
an exercise of identifying programs that might be cut can 
be problematic. The consequences of reducing or 


Legislative Fiscal Division 


pier aes oS Ons er ETERS TTY 


Other Fiscal Issues to Consider 


eliminating services mean hardships for constituents and 
potential unemployment for staff. Suggesting that a given 
program is expendable can be discouraging to 
constituents who have strong feelings about the 
importance of the services provided. Staff may receive 
the message that the work they do is not very important, 
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which can impact morale and productivity. For these 
reasons, all parties concerned need to be sensitive to 
these repercussions and consider how they might affect 
the decision-making process. 


UNIFIED COMPUTER BUDGET 


This section discusses the requirement for a “unified 
computer budget” as provided for by HB 2 passed by the 
1999 session. This bill provides that requests for funding 
for information technology (IT) expenditures be presented 
in a consolidated form. Therefore, information technology 
requests are reflected in two ways: 1) as part of the 
specific agency and program requests in volumes 3 and 4 
of the Legislative Budget Analysis, and 2) in a single 
consolidated report in the 2003 Biennium Executive 
Budget. This section provides background, a summary of 
information technology requests, a summary of the 
“significant” IT decision packages, and a discussion of 
related issues for consideration by the legislature. 


BACKGROUND 


continued to experience difficulty in “getting their arms 
around” this budget area. 


The 1999 legislature took a couple of steps that were 
intended to solve this dilemma. First, in HB 2, it required 
the Office of Budget and Program Planning (OBPP) to 
“provide to the legislature no later than November 15, 
2000, by agency and program, a report showing 
information technology-related actual and adjusted 
expenditures in fiscal year 2000 and budgeted amounts 
for each year of the 2003 biennium.” Second, in HB 2, it 
established an interim study of information technology 
management and policies, and the presentation of budget 
requests in a form that better enables the legislature to 
Figure 5 


Fiscal 2000 Actual Information Technology Expenditures 


The use of technology in the 
everyday operations of state 
government has grown, and 


By Source of Authority and Funding 


in millions 
Information Percent IT is of 
Technology Operating Operating Total State Percent IT 


almost every announcement of Source of Authority Expenditures Expenditures Expenditures Expenditures is of Total 
new hardware or software is | Expenditures 
HB 2 Expenditures ' 


designed to enhance the ability 
of workers to perform. 
Consequently, information 
technology is an area of 
expenditure in state government | Funding 

that has seen considerable pene’ 
growth in recent years. Budgets Total Funding 
for various technology-related 

items have demanded a larger 
and more significant share of the overall budget. It has 
become increasingly difficult for legislators to sort through 
this category of the budget and make decisions that 
represent a clear path to the most efficient and effective 
use of information technology and state funds. While there 
have been various efforts over the years to develop 
policies and guidelines and to coordinate the application of 
technology within state government, the legislature has 


Non-HB 2 Expenditures 


Non-Budgeted Activity - State Funds 

U-System General Operating Fund Expenditures 12.3 : 5.1% : 5.1% 

U-System Other Fund Expenditures 
Total State Government Expenditures 





$ 77.9 $ ; 7.9% $ 2,382. 3.3% 
47.6 ; 16.0% ; 6.3% 
1.0 ; 1.0% por, 0.1% 


26.5 396. 6.7% 5.8% 
165.5 020. 8.2% $ 5,380. 3.1% 


29.2 : 10.3% 5105. 2.6% 
136.2 738. 7.8% 270. 3.2% 
165.5 020. 8.2% ,380. 3.1% 


review and make policy decisions for this area of budget 
and policy. A subcommittee of the Legislative Finance 
Committee (LFC), with aid from the Legislative Fiscal 
Division (LFD) and executive branch staff, has performed 
the interim study. A final report was issued September 15, 
2000. This report is available upon request from the 
Legislative Fiscal Division. 
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FISCAL 2000 INFORMATION 
TECHNOLOGY EXPENDITURES 


Information technology is defined as hardware, software, 
and the associated services and infrastructure used to 
store or transmit information in any form, including by 
voice, video, and electronically. Expenditure and budget 
data for these costs are extracted from 
the accounting and budgeting systems 
based upon a select group of account 
codes (objects of 
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request for fiscal 2002 is $87.7 million and for fiscal 2003, 
$83.9 million. These requests represent increases of 15.8 
percent and 10.8 percent over the base for fiscal years 
2002 and 2003. During the analysis of the 2003 Biennium 
Executive Budget, instances were identified in which IT 
budget requests were understated because the 
appropriate accounting code was not used to record 
requests for IT-related budget requests. As such, the IT- 


Figure 6 
HB 2 Agencies with Large Differences 
Operating Expenditures to Total Expenditure 


expenditure) (in million) 


corresponding to this definition. pe Ree 
: Agency Assistance Grants &Claims Transfers Total 

According to the OBPP report, and as | 301 —office ofPuble Instruction $ 4772 $ 742 $5611 
summarized” in, Figure,5, “actual. fiscal.) 2107 (Gime Control Division at ies 
. . : 5102 Commissioner of Higher Education oo 9.9 18.5 131.9 172.3 
2000 IT expenditures as appropriated in | 6401 Deparment of Corrections 88 91.5 
li 6501 Department of Commerce 26.8 48.8 
HB 2 total $77.9 million, or 7.9 percent of 6602 Department of Labor & Industry 15.9 46.1 
HB 2 operating expenditures. 6901 Department of Public Health & Human Services 37.9 __ 558.4 766.8 


Total Expendiiture Accounts 


Operating expenditures include personal Percentage of Total Expenditures 28% 10% 35% 8% 81% 


services, operating expenses, and 





equipment. IT expenditures appropriated in HB 2 were 
3.3 percent of total state expenditures. Total state 
expenditures include operating expenditures plus capital 
outlays, local assistance, grants, benefits and claims, 
transfers, and debt service. Figure 6 shows the seven 
agencies with the largest differences between operating 
expenditures and total expenditures. 


In these agencies, nearly 81 percent of total expenditures 
were found in non-operating expenditures. 


An error was identified on Table I-1 as presented in the 
2003 Biennium Executive Budget. The presentation for 
the Department of Transportation (MDT) on Section 1 of 
that table shows $194.8 million in operating expenditures 
and $424.1 million in total expenditures. In reality, MDT 
operating expenditures should be roughly $404.0 million. 
If the proper amount of operating expenditures had been 
reported for MDT, the IT expenditures would have been 
7.9 percent of the operating expenditures for HB 2 
appropriations and 8.2 percent of operating expenditures 
for all sources. 


SUMMARY OF INFORMATION TECHNOLOGY 
REQUESTS FOR THE 2003 BIENNIUM 


Figure 7 summarizes the HB 2 information technology 
requests for each year of the 2003 biennium. The total 





related budget requests as presented by the executive are 
understated. For example, $1.1 million of understated IT- 
related request were found in five requests made by one 
agency that misused one expenditure code. 


Figure 7 
Information Technology Requests 
House Bill 2 
2003 Biennium (in millions) 
Fiscal __ Fiscal 


Budget Components 2002 2003 
$.- 75:8) SUP 75!8 


Base IT Expenditures - Fiscal 2000 
Present Law Adjustments 5.8 4.4 


New Proposals 
Total Annual Request 


6.2 OF 
$ 87.7 $ 83.9 
Total Request for Biennium $ 171.6 


Figure 8 presents the total HB 2 IT-related requests in a 
different way. This figure shows the total requests by 
grouping the requests into similar expenditure categories. 
This illustration by expenditure groups gives the reader a 
perspective of the magnitude of the specific types of 
expenditures relative to the whole request. For agencies 
funded in HB 2, consulting and professional services is the 
largest category. Computer processing and personal 
services are categories with the next largest amount of IT- 
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related requests. What this shows is that the majority of 
IT-related requests would go to developing and supporting 
computerized management systems and databases. A 
review of the IT-related budget requests listed in Section | 
of the 2003 Biennium Executive Budget identified some 
common factors as viewed from a statewide perspective: 

e Geographic Information Services (GIS); 

e Conversion to Oracle standards; 

e Compatibility with Statewide Accounting, 
Budgeting, and Human Resource System 
(SABHRS); and 

e Electronic imaging. 


Figure 8 
2003 Biennium IT-Related HB 2 Requests 
By Expenditure Category 
(in millions) 
Fiscal 2000 Fiscal 2002 Fiscal 2003 2003 
Expenditure Categories Base Request Request Biennium 
Personal Services $ 11.6 $ 12.3 $ 12.2 $ 24.5 
Consulting/Professional Svcs 20.4 27.7 23.9 51.6 
Computer Processing 20.7 24.3 25.0 49.3 
Telecommunications ; 9.0 9.3 9.3 18.6 
Hardware Purchases 9.3 9.4 8.8 18.2 
Software Purchases 1.5 ley 1.8 3.5 
System Support Services 1.6 1.7 1.6 3.3 
System Development 0.6 0.7 0.7 1.4 
Computer Maintenance 0.4 0.4 0.4 0.8 
Software Leased 0.5 - - - 
Computer Paper 0.1 0.1 0.1 0.2 
Educ/Training of IT Staff 0.1 0.1 0.1 0.2 
Hardware Leased : - : - 


$ 75.8 $ 87.7 $ 83.9 $ 171.6 


Note: This table does not include the proprietary agencies, not budgeted within HB 2. 
The Information Systems Division is the largest of these. 


Although the above factors were common to several 
requests, they were primarily observed in a small number 
of agencies that manage large numbers of databases and 
management systems. 


Significant Decision Packages 


Figure 9 lists the most “significant” IT-related decision 
packages (i.e., IT-related decision packages with requests 
of $300,000 or more for the biennium) as identified in the 
unified information technology report of the 2003 Biennium 
Executive Budget. These present law adjustments and 
new proposals total $14.3 million for the biennium, and 
represent over 70 percent of all IT-related HB 2 requests. 
They do not incorporate the IT-related budgets included in 
the base. 
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Statewide Information Technology 
Issues 


HB 2 of the 1999 legislature directed that a committee 
made up of members of the House Committee on 
Appropriations and the Senate Finance and Claims 
Committee review the Unified Computer Budget Summary 
provided by OBPP. The Legislative Finance Committee, 
as directed by HB 2, made the following 
recommendations: 

e Hear and approve internal service fees and 
charges for the Information Services Division of 
the Department of Administration; and 

e Provide policy direction for the IT-related issues 
identified in the LFD analysis of the 2003 
Biennium Executive Budget. 

A review of the 2003 Biennium Executive Budget has 
identified two IT-related budgetary issues with statewide 
implications: 

e Oracle enterprise licensing costs; and 

e SABHRS operating costs. 


Oracle Enterprise Licensing Costs 


Oracle has been used for the last several biennia as the 
state standard for database software. During the base 
year, a five-year licensing agreement expired and 
subsequently was renegotiated and renewed. The annual 
cost of the Oracle licensing agreement went from 
$200,000 to $920,000 (4.6 times the previous cost). The 
Oracle enterprise licensing increase would add $5.63 per 
month per computer to all agencies’ operating costs. This 
increase is significant given the magnitude of change and 
statewide impacts. A significant number of IT-related 
budget requests involve converting existing management 
systems to Oracle standards. The legislature may wish to 
have the executive explain: 
e Benefits to the state realized from adopting a 
statewide standard, such as Oracle; 
e Factors that have caused the increase in Oracle 
licensing costs; 
e Estimated investment in technology and costs 
associated with changing the state standard; and 
e Factors that would cause the state to change the 
standard, including the likeliness of such a 
change. 
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SABHRS Operating Costs 


Annual costs to operate and maintain the state accounting 
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of SABHRS, page 78; and 2) Volume 3 of the Legislative 
Budget Analysis, beginning on page A-162, for a more 
detailed discussion of issues regarding SABHRS 


operating costs. The legislature may wish to have the 


and human resource systems increase significantly from 
executive explain: 


the 1999 biennium to the 2001 biennium. Requests 


included in the 2003 Biennium Executive Budget would ¢ The factors causing the increase in SABHRS 
increase the annual cost for SABHRS by an average of costs; . 

24.4 percent. By law (Section 17-1-102, MCA), agencies e — The status of SABHRS implementation; 

must record their financial activities on SABHRS. e Outstanding SABHRS implementation issues and 
Consequently, all agencies are affected by increasing plans to address those issues; and 

costs for this system. Please refer to: 1) Executive e How the state has or will benefit from replacing 


the Statewide Budgeting and Accounting System 
(SBAS) with SABHRS. 


Budget — Other LFD Issues in this volume for a discussion 


Figure 9 
Unified Computer Budget 
Significant IT-Related Decision Packages 
2003 Biennium 


Agency Decision Package Funding Fiscal 2002 _ Fiscal 2003 2003 Biennium 
Legislative Branch Present Law Adjustment - Computer Systems Plan - GF $ 592,258 $ 666,893 $ 1,259,151 


Legislative Services Division 
GF 
FSR 


185,540 
155,000 


185,540 
158,100 


371,080 
313,100 


Comm. Of Higher Education New Proposal - Banner Ongoing Costs 


Present Law Adjustment - Guaranteed Student Loans - 
Increase Service Fees 


Present Law Adjustment - One Stop Grant for 
Information Technology - Biennial Appropriation 
Present Law Adjustment - PC & Laser Printer 
Replacement 

Present Law Adjustment - Contracted Services to 
Create Customized Applications to be Integrated with 
Existing Systems 

Present Law Adjustment - Lockheed Martin Contract for 
Services/Systems Support 

New Proposal - IT Personnel for Services and Support 
Activities 

New Proposal - Governmental E-Commerce 


FSR 


350,000 


Dept. of Environmental Quality 350,000 


Dept. of Transportation SSR 296,119 296,119 592,238 


SSR 492,654 492,654 985,308 


SSR 462,929 474,645 937,574 


SSR 191,028 191,709 382,737 


SSR 


GF 
FSR 


250,000 


261,084 
800,000 


200,000 
189,600 


450,000 


450,684 
800,000 


Dept. of Revenue 
Dept. of Administration 


New Proposal - GIS Maintenance 

Present Law Adjustment - Statewide GIS Data Base - 
Biennial Appropriation 

New Proposal - FAIM Phase II - Biennial Appropriation 


Dept. Public Health & Human FSR 


Svcs 


3,500,000 3,500,000 
SSR & 
FSR 
GF & FSR 


New Proposal - SEARCHS Level of Effort Increase 540,000 540,000 1,080,000 


Present Law Adjustment - MT Medicaid Info System 479,640 801,969 
FM Contract 
New Proposal - Upgrade/Replace WIC Eligibility & 


Benefits System 


322,329 


FSR 500,000 1,530,000 2,030,000 


Total $ 8,898,941 $ 5,404,900 $ 14,303,841 


Funding Codes: 

GF = general fund 

FSR = federal special revenue 
SSR = state special revenue 
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INFORMATION TECHNOLOGY GOVERNANCE 


INTERIM STUDY 


HB 2 Requirements 


HB 2, as passed by the 1999 legislature, required an 
interim study of the governance and management of 
‘information technology (IT) in the state. The study was’ 
authorized to address legislative concerns relative to state 
agencies’ investments in and expenditures for information 
technology hardware, software, and services. Language 
in HB 2 assigned the study to the Legislative Finance 
Committee (LFC). 


HB 2 authorized the LFC to review and assess Montana’s 
governance, policy, planning, and budgeting structures, as 
well as the processes associated with the state’s 
investment in IT. The LFC was then to recommend 
appropriate changes and define processes that would 
enable the legislature to make policy decisions relevant to 
IT budget issues. The focus of the study was to 
recommend: 1) the framework for dealing with the IT 
budget issues during the 2001 legislative session; and 2) 
a governance structure that enables future policy 
decisions that minimize cost, reduce duplication, and 
maximize efficiency while providing the greatest possible 
service to Montana’s citizens. This section discusses the 
IT governance portion of the interim study. For a 
discussion of the framework for dealing with the IT budget 
issues during the 2001 legislative session, please refer to 
the “Unified Computer Budget” discussion in this volume; 
page 91. 


IT Governance 


The LFC recommended that the following structure be 
implemented for governing IT: 

e The legislature should enact “legislative guiding 
principles” statements to steer the development 
of IT resources in state government. 

e The legislature should create a Department of 
Information Technology, using existing staff in 
the 
= Information Services Division (ISD) of the 

Department of Administration (DOA). The 
director of the department should carry the 
title and function as the Chief Information 
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Officer (CIO) for the state. The ClO and 
department should be responsible for: 

= developing and maintaining a statewide 
strategic IT plan; 

# — reviewing and approving agency IT plans; 

« establishing statewide policies and 
standards for IT; 

«evaluating IT budget requests; 

= coordinating the development of shared IT 
systems and applications; and 

= — reporting to the legislature. 


e The legislature should create an Information 
Technology Board to advise the ClO. The 
membership and appointing authority of the IT 
Board should be included in statute. The IT 
Board should also have representatives from all 
three branches of state government and 
representatives from local and __ federal 
government and private industry. 

e The legislature should accomplish oversight of 
IT during the interim through use of an existing 
interim standing committee, the Legislative 
Finance Committee, and during legislative 
sessions with the Long-Range Planning 
Subcommittee. 

e /T-related governance statutes should be 
consolidated into one section of law and specific 
content requirements should be codified for 
agency and statewide IT strategic plans. 


Legislation to implement the recommendations of LC0076 
will be presented to the Legislature for consideration. 
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HIGHWAYS STATE SPECIAL REVENUE ACCOUNT 


The 2001 legislature is faced with a declining working 
capital balance in the highways state special revenue 
account. The account is projected to end fiscal 2002 with 
a negative working capital balance of $2.4 million. 
Projections indicate that expenditures will exceed 
revenues by $10.1 million in the 2003 biennium, with the 
imbalance continuing in future biennia. 


Revenues to the account, which are from highway users 
fees primarily comprised of motor fuel tax collections and 
gross vehicle weight fees, are expected to increase at an 
annual growth rate of 1.5 percent. However, revenue 
growth is not expected to keep pace with rising 
expenditure levels and inflationary increases associated 
with highway construction and related programs. The 
inelasticity of program revenues has contributed to the 
chronic deficit spending imbalance of this program. During 
the 1999 biennium, federal-aid highway construction 
funding was significantly increased when the act that 
authorizes federal highway funding, “Transportation Equity 
Act for the 218 Century” (TEA-21), was renewed for six 
years. Increased demand for state funds needed to match 
the increased federal funds will continue to stress the 
account working capital balances through the 2003 
biennium and into the 2005 biennium. 


In the 2003 biennium, projections indicated that 
expenditures from the account would exceed revenues by 
$10.1 million. Deficit spending is a key contributor to the 
projected decline in working capital balance. Void actions 
to bring revenue and expenditure growth rates more in line 
with each other, the account is projected to continue to 


decline and could begin to impact the ability of the 
Department of Transportation to provide for the needs of 
the state highway infrastructure. 


The Executive Budget addresses the issue, in the short- 
term, through program cutbacks aimed at keeping the 
account solvent through the 2003 biennium. Until this 
point, the executive has reduced the expenditures in the 
state-funded construction program to maintain the account 
in a positive condition. This strategy has been virtually 
exhausted as the state-funded construction program has 
been reduced to a level at which further reductions would 
move the state into a position requiring higher 
percentages of state funds to match federal-aid highway 
construction funds. This is a losing proposition for 
Montana. - 


The Executive Budget includes initiatives that would 
potentially increase motor fuel revenues over the long- 
term. However, the initiatives also increase annual 
administrative costs by more than $0.5 million without 
providing measures for assessing the impacts of the 
initiatives. Besides these initiatives directed at enforcing 
motor fuel tax laws, the executive provides no long-term 
remedies for reversing the imbalance between revenues 
and expenditures. 


This issue is presented in more detail in the Department of 
Transportation budget discussion in Volume 3, General 
Government and Transportation Section of this report; 
page A-64. 


RESOURCE INDEMNITY TRUST 


The Montana Constitution (Article IX, Section 2) requires 
the existence of the Resource Indemnity Trust (RIT), 
stating, “The principal of the resource indemnity trust shall 
forever remain inviolate in an amount of one hundred 
million dollars ($100,000,000) guaranteed by the state 
against loss or diversion.” In the 2003 biennium, the 
executive is requesting the expenditure of $24.6 million 
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from accounts funded with tax revenue and _ interest, 
including $8.3 million in grants. 


After $600,000 per biennium is deposited to the 
Groundwater Assessment Account, the trust receives 50 
percent of the revenue from the: 1) Resource Indemnity 
and Groundwater Assessment (RIGWA) Tax paid by 
mineral producers; and 2) portions of oil and natural gas 


Legislative Fiscal Division 





Other Fiscal Issues to Consider 


production taxes allocated for distribution under RIT 
statutes. The remaining taxes are deposited into accounts 
established for various purposes. Chart 1 shows the flow 
of RIT proceeds and interest to expenditure accounts prior 
to the time the trust reaches $100 million. 


Based on Revenue and Taxation Committee estimates, 
the trust should exceed the $100 million threshold during 
fiscal 2002. When this occurs, the RIT will no longer 
receive any revenue. Instead, the money will be allocated 
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to the groundwater assessment, reclamation and 
development, and orphan share accounts. These 
changes will become effective July 1 of the first year 
following the date that the Governor, by executive order to 
the Secretary of State, certifies that the RIT balance has 
reached $100 million. Chart 1A shows the flow of the RIT 
after the trust reaches $100 million. 
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Chart 1 
Flow of RIT Proceeds and Interest 





2003 Biennium (prior to the RIT reaching $100 Million) 
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Chart 14 


Flow of RIT Proceeds and Interest After the RIT reaches $100 Million 
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TRUST INTEREST 


The Constitution does not restrict the spending of interest 
from the RIT. For the 2003 biennium, statute allocates 
$9.8 million of the interest for eight purposes. Figure 10 
shows the direct allocations of interest from the RIT, as 
well as the source of appropriation authority from each 
account. 


After direct allocations are made, any interest remaining is 
allocated as follows: 

e 30 percent to the renewable resource account 
that funds programs in the Judiciary, Department 
of Natural Resources and Conservation, State 
Library Commission, MSU Northern, and the 
Governor's Office; 

e 35 percent to the Reclamation and Development 


Account, which funds programs in_ the 
Department of | Environmental Quality, 
Department of Natural Resources and 


Conservation, and the State Library Commission. 
This account also receives portions of the 
RIGWA and Metalliferous Mines Tax proceeds; 

e 26 percent to the Hazardous Waste/CERCLA 
Account that funds remediation activities in the 
Department of Environmental Quality; and 

e 9percent to the Environmental Quality Protection 
Fund that provides for remediation activities in 
the Department of Environmental Quality. 
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The funds in the four accounts, along with other income, 
are appropriated by the legislature in HB 2 to fund 
operational costs of six agencies. All accounts receive 
revenue from various other sources, including natural 
resource taxes. The percentages of natural resource taxes 
allocated to the accounts are: 

e Resource indemnity and groundwater 
assessment taxes - After a 50 percent 
distribution to the RIT, $0.6 million is distributed 
to the groundwater assessment account, 50 
percent each of the remaining RIGWA tax is 
distributed to the reclamation and development 
account, the orphan share account; and 

e Metaliferous mines taxes - 7.0 percent is 
deposited to the reclamation and development 
account, and 8.5 percent to the orphan share 
account. 


Figure 11 on page 106 shows four elements of RIT. The 
first and second elements show the RIT revenues and 
trust balance for the past four fiscal years, as well as 
Revenue and Taxation Committee (RATC) projections for 
fiscal years 2001, 2002, and 2003. Based upon RATC 
estimates, the trust balance will be $99.6 million in fiscal 
2001 and $101.1 million in fiscal 2002. Since the trust will 
not receive any further distributions after it tops $100.0 
million in 2003, the trust balance will remain at $101.1 
million. The third element shows the amount of interest 
generated by the RIT as well as amounts allocated by 


Figure 10 
Environmental Quality 
Direct Allocation of RIT Interest 


Purpose Source of Appropriation Authority Amount 


HB 2 $ 600,000 
Statutory 175,000 
HB 5 1,000,000 
Statutory 50,000 
Statutory 480,000 
HB 6 4,000,000 
HB 7 3,000,000 
HB 2 500,000 


Groundwater Assessment Account 
Environmental Contingency Account 
Future Fisheries 

Oil & Gas Production Mitigation Account 
MSU Northern Statutory Appropriation 
Renewable Resource Grants 

Reclamation and Development Grants 
Water Storage Account 


] 
2 
3 
4 
5 
6 
a 
8 


Total Direct Allocation of Interest From RIT $ 9,805,000 
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Other Fiscal Issues to Consider 


statute for specific purposes in the 2003 biennium. The 
allocations to accounts receiving a portion of the tax 
increase in fiscal 2003 when tax revenues are no longer 
deposited to the trust are shown. The fourth section 
details the seven primary accounts receiving RIT interest 
and other revenues. The calculations used to determine 
available fund balances at the beginning of fiscal 2002 are 
shown for each account, as are a list of revenue sources 
and a list of expenditures proposed by the executive. 


Several revenue figures used in RIT calculations for fiscal 
2000 are overstated. Due to erroneous entries on the 
state accounting system, revenue estimates are just over 
$1.8 million too high in fiscal 2000. To remedy the 
problem, the Legislative Fiscal Division received revenue 
corrections made by the Department of Revenue. 


Because fiscal 2000 is closed for accounting purposes, 
accounting rules dictate that a prior period adjustment be 
made in fiscal 2001. Consequently, the fiscal 2001 figure 
is understated to compensate for the error in fiscal 2000. 


FUND BALANCES 


Of the seven funds that derive income from the RIT, four 
are projected to have a negative balance at the end of the 
2003 biennium. Positive fund balances are projected for 
the other three. Similar to the error correction to the trust, 
revenue errors in 5 of the funds have resulted in 
significant negative impacts to the ending fund balances in 
the 2003 biennium. These error adjustments are shown in 
Figure 110n the following page. 


Other Fiscal Issues 


The executive has proposed base, present law, and new 
proposal adjustments to funds that derive income from the 
RIT. The legislature may wish to consider not approving 
decision packages that use the Renewable Resource, 
Reclamation and Development, Hazardous 
Waste/CERCLA, and the Water Storage funds as funding 
SOUICES. 


In contrast, the Orphan Share Account is projected to 
have an ending-fund balance of $2.2 million. The 
legislature may wish to 1) increase appropriations to this 
fund; or 2) reallocate the distribution to the Orphan Share 
Account among funds projected to have negative ending 
fund balances. 


For additional RIT information, please see the agency 
summary section of the Department of Natural Resources 
and Conservation in Volume 4. 


ee 
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RIT Revenues (RATC estimates) 
RIGWAT Coal, Oil, Natural Gas Proceeds 
RIGWAT Error Adjustments 
Legislative Changes 
Total Deposits 


Trust Balance ($100 million floor)* 


Total RIGWA Tax (RATC estimates) 

Statutory Allocations 
Reclamation & Development-50% of rest (02458) 
Groundwater Assessment Account-direct (02289) 
Renewable Resources Account-0% (02272) 
Orphan Share Account-50% of rest (02472) 
Resource Indemnity Trust-50% (09003) 

Total Allocations 


RIT Interest Earnings (RATC estimates) 

Priority Statutory Allocations of Interest 
Environmental Contingency Account (02107)** 
Oil & Gas Prod. Damage Mitigation Account (02010)*** 
Water Storage Account (02216) 
Groundwater Assessment Account-direct (02289) 
MSU-Northern Statutory Appropriation (02272) 
Fish, Wildlife, and Parks -- Future Fisheries 
Renewable Resource Grant & Loan Program (02272) 
Reclamation & Development Grants (grants) (02458) 

Total Allocations 


Amount Available for Further Distribution 


Related Expenditure Accounts (2003 biennium totals) 


Further Distribution % of RIT Interest 


Beginning Fiscal 2001 Fund Balance (SABHRS) 
Continuing appropriations 
Reserved for long-term assets (outstanding loans) 
Reserved for long-term advances 
Fiscal 2001 appropriations 
Fiscal 2001 adjustments -- Revenue Error Adjustments 
Fiscal 2001 revenues (RATC, agency estimates) 
Available Fund Balance Beginning FY2002 


Revenues (RATC, agency estimates) 
RIT Interest-direct 
RIT Interest-further allocation by above % 
RIGWAT Proceeds 
Metal Mines Tax (7%, 8.5%) 
Legislative Changes 
Sweep of Excess Coal Tax & Interest (from 04011) 
STIP/Other Interest 
Cost Recoveries 
Administrative Fees 
State-owned Project Revenue 
Total Revenues 


Executive Appropriations 
House Bills 6 and 7 Grants 
House Bill 6-Emergency/Private Grants 
MSU-Northern (statutorily appropriated) 
UM-Bureau of Mines 
DNRC-Conservation and Resource Devel. Divisio 
DNRC-Water Resources Division : 
DEQ-Planning, Prevention & Assistance 
DEQ-Enforcement 
DEQ-Remediation 
DEQ-Permitting & Compliance 
Governor's Office-Flathead Basin Commission 
Judiciary-Water Court 
Library Commission-NRIS 
House Bill 13 (executive pay plan estimate) 

Total Appropriations 


Projected 2003 Biennium Ending Balance 


ei Does not include unrealized investment gains or losses 


Fiscal 1997 
$1,431,779 
0 


$1,431,779 
$94,581,987 


Fiscal 2001 
$3,140,000 


635,000 
300,000 

0 

635,000 
1,570,000 
$3,140,000 


Fiscal 2001 
$7,467,000 


(300,000) 
(240,000) 

0 
(2,000,000) 
(1,500,000) 
($4,040,000) 


$3,427,000 


Renewable 
Resource 
(02272) 
30% 
$3,089,373 
(3,219,636) 
(459,773) 


(1,453,924) 
(1,250,051) 
3,668,363 
$374,353 


$4,480,000 
1,615,800 


120,000 
220,000 


26,000 


$6,461,800 


$4,000,000 
225,000 
480,000 


800,402 


101,121 
1,348,650 
396,105 
48,812 


Figure 11 
Resource Indemnity Trust (RIT): Proceeds, Interest Earnings, and Related Expenditure Accounts 
2003 Biennium Projections (Prior to and after the RIT Reaches $100 Million) 


Fiscal 1998 
$997,607 
0 


$997,607 
$95,579,594 


Fiscal 2002 
$2,904,000 


576,000 
300,000 

0 

576,000 
1,452,000 
$2,904,000 


Fiscal 2002 
$7,582,000 


(175,000) 
(50,000) 
(500,000) 
(300,000) 
(240,000) 
(500,000) 
(2,000,000) 
(1,500,000) 
($5,265,000) 


$2,317,000 


Reclamation & 
Development 
(02458) 
35% 
$3,299,722 
(3,061,668) 


(1,704,881) 

(2,309,813) 
3,824,800 
$48,161 


$3,000,000 
1,885,100 
1,797,500 
1,117,480 


$4,100,000 


637,707 


10,657 


3,000,305 


350,555 
43,842 


Fiscal 1999 


$900,648 
0 


$900,648 
$96,480,242 


Fiscal 2003 


$2,809,000 


1,221,500 
366,000 

0 
1,221,500 
0 
$2,809,000 


Fiscal 2003 


$7,609,000 


0 
0 
0 


(300,000) 
(240,000) 
(500,000) 
(2,000,000) 


(1,500,000) 


($4,540,000) 
$3,069,000 


Hazardous 


(02070) 
26% 


$1,003,164 
(3,676) 


(866,148) 
(625,025) 
925,020 
$433,335 


1,400,360 


$321,236 


502,906 
1,067,278 


69,123 


Fiscal 2000 
$3,396,285 
0 
$3,396,285 
$99,876,527 


Biennium Total 


$5,713,000 


1,797,500 
666,000 

0 
1,797,500 
1,452,000 
$5,713,000 


Biennium Total 


$15,191,000 


(175,000) 
(50,000) 
(500,000) 
(600,000) 
(480,000) 
(1,000,000) 
(4,000,000) 


3,000,000 


($9,805,000) 
$5,386,000 


Environmental 


Waste/CERCLA Quality Protect. 


(02162) 
9% 
$692,078 
0 


(841,735) 
(208,342) 
884,100 

$526,101 


484,740 


22,000 
1,446,850 


9,783 
1,753,832 


41,590 


Fiscal 2001 
$1,570,000 
(1,841,653) 


($271,653) 


Fiscal 2002 


$1,452,000 
0 
0 
$1,452,000 


$99,604,874 $101,056,874 


Groundwater 
Assessment 
(02289)**** 
0% 
$255,033 
0 


(656,000) 


$600,000 


666,000 


$1,200,000 


Water 
Storage 
(02216) 

0% 
$618,532 


(167,866) 
(1,478,814) 


10,000 
9,000 


225,400 
$744,400 


500,000 


Fiscal 2003 
$0 
0 
Q 
$0 
$101 ,056,874 


Orphan 
Share 
(02472) 
0% 
$3,162,681 
(500,000) 


(539,308) 
(918,932) 
1,282,425 
$2,486,867 


1,797,500 
1,356,940 


92,000 


3,552,003 


$2,400,090 $8143.066  $1.950543 $1805.205 $1200000 8500000 $3552.003 


** The governor must report on the expenditures from the environmental contingency account in the executive budget. Expenditures are statutorily appropriated. 


*** Amounts are deposited to the oil & gas production damage mitigation account to bring the balance up to $200,000 (82-11-161,MCA). All money in the account is statutorily appropriated. 


**** Amounts are deposited to the groundwater assessment account to bring the balance up to $666,000. Any excess goes to the RIT trust (85-2-905, MCA). 


Updated by the LFD 
December 20, 2000 


12/20/00 





S;\Legislative_Fiscal_Division\Budget_Analysis_2003\2003_BA_Vol_1\other_issues\{I 





GENERAL REFERENCE 


| iaaect Basics 
- Agency Budget Comparisons by Fund 
_ Trust Funds 


fi . re 
2 5 a 
a: 
eS 


ars ; fo — i i 


ue Cass 
| 





= 


Fh 


wir 


ee 


sez 
rae 


% 


Bes 


«1 

aa 

en ieel 
%. 


Pa ‘ 


a 


2 
3 
Ns 


Re 
% 


Ye 


Jt 








BUDGET BASICS 


INTRODUCTION 


This section provides an overview of certain basic 
budgeting and appropriations concepts, terms, and tools. 
It consists of the following sections. 


Budget Process - A Primer. This document provides a 
basic grounding in a number of budget terms and 
concepts used in budgeting and appropriations and 
throughout the Legislative Budget Analysis. 


Public School Funding - A Primer. K-12 public school 
funding is not only a-significant general fund expenditure 
and an area of major legislative policy, the concepts and 
methodologies used to determine the budget are very 
complex. This section is designed to provide grounding in 
the workings of the BASE aid school funding mechanisms. 
A discussion of the 2003 biennium proposed K-12 
expenditures is included in the Office of Public Instruction 
narrative on page E-14, Volume 4 of the Legislative 
Budget Analysis. 


General Fund Status Sheet. The general fund status 
sheet is produced by the Legislative Fiscal Division 
throughout the legislative session (beginning 
approximately mid-way through) and provides the 
legislature with a current projection of the financial status 
of the general fund. This section describes the sheet and 
explains its components. 


Budget Comparison Methodology. The legislature has 
traditionally compared expenditure growth from biennium 
to biennium to assess performance and growth patterns. 
Statute prescribes the methodology used to ensure 
consistent, accurate comparisons. This section explains 
the methodology. Figures 1 and 2 on pages 34 and 35 of 
this volume provide the comparison. 


Expenditure Limitation. Statute prescribes certain 
limitations on state government growth. This section 
explains the methodology used to determine whether 
Statute is being followed. 
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BUDGET PROCESS - A PRIMER 


PURPOSE 


This section provides an overview of the basic budget 
concepts, definitions of budget terms, and background 
and reference information pertinent to the 2001 biennium 
budget and legislative appropriations process. 


TYPES OF LEGISLATIVE APPROPRIATIONS 


Article VIII, Section 14, of the Montana Constitution reads: 


“Prohibited Payments: Except for interest on the 
public debt, no money shall be paid out of the 
treasury unless upon an appropriation made by law 
and a warrant drawn by the proper officer in 
pursuance thereof.” 


Appropriations power lies with the legislature. In 17-7- 
501, MCA, three types of appropriations fall within the 
meanings of “appropriation made by law” as used in 
Article VIII, Section 14, of the Montana Constitution. 


Temporary appropriations - Most activities of state 
government are funded on a temporary basis, usually for 


two-year periods. Funding, therefore, must be 
reauthorized by each legislature. The main vehicle for the 
provision of temporary appropriations is HB 2 (the General 
Appropriations Act). 


Statutory appropriations - Statutory appropriations are 
made directly in statute, and are automatically made until 


and unless the law is changed. Statutory appropriations 
are listed in 17-7-502, MCA. 


Budget amendments — Various authorities (most often the 
Governor) can approve the addition of certain funds 
(primarily federal) during the interim if certain statutorily- 
defined conditions are met. General fund appropriations 
cannot be added without express legislative approval. 


In limited cases, authorizations to expend funds can also 
be made through appropriation or under general laws and 
contracts. The great majority of state agency operations 
are funded through temporary appropriations. 


FUND TYPES 


Governmental accounting differs from private enterprise 
accounting in that funding is segregated and defined by 
the source and use of the funding. There are four main 
groups of funds in state government accounting. 


1. Governmental funds consist of the following funds: 


e General fund includes all financial resources 
except those that must be accounted for in 
another fund. The general fund collects most 
general taxes levied, including individual and 
corporate income tax, property tax, and 
investment income. Revenue from a number of 
other taxes is also deposited into the general 
fund. 


e Special revenue funds consist of two funds. 1) 
State special revenue is money from state and 
other sources earmarked for the purpose of 
defraying particular costs of an agency, program, 
or function. The largest state special revenue 
accounts are the Highways State Special 
Revenue Account (HSSRA), which collects 
various fuel taxes and is used to support 
highway-related functions, and the general 
license account, which collects various hunting 
and fishing fees and is used to support functions 
in the Department of Fish, Wildlife, and Parks. 2) 
Federal special revenue is revenue from federal 
sources. Most state agencies receive some 
federal funds. The two major sources of federal 
funds are used to support highway-related 
functions and human services programs such as 
Medicaid. 


e Debt service funds are used to account for the 
accumulation of resources for the payment of 
general long-term obligations, including principal 
and interest. Debt service funds are statutorily 
appropriated. 
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e Capital projects funds are financial resources 
used for the acquisition or construction of major 
fixed assets. These funds are appropriated 
through bills that fund capital projects. 


2. Proprietary funds are used for operations that provide 
goods or services to the public on a user-charge 
basis (enterprise funds), or to other agencies or 
programs of state government (internal service 
funds). 


3. Fiduciary funds provide for those assets held by state 
government in a trustee capacity, or as an agency for 
individuals, private organizations, other governmental 
entities, or other funds. 


4. University funds are used to support the university 
system and are classified according to the College 
and University Business Association (CUBA) 
structure. The legislature appropriates a portion of 
the funds used to support the university system as 
governmental funds, which are then reclassified as 
university system funds. ; 


With the exception of a small portion of proprietary funds, 
the legislature does not directly appropriate proprietary, 
fiduciary, or university funds. The legislature directly 
appropriates most governmental funds. Debt service 

' funds are usually statutorily appropriated. Capital projects 
funds are appropriated in the bills that fund the capital 
projects. The great majority of general fund monies and 
special revenue funds are appropriated through temporary 
appropriations bills. 


HB 2 


The temporary spending bill through which over 90 
percent of general fund monies and special revenue funds 
are appropriated is HB 2, the General Appropriations Act. 
The budget analysis contained in Volumes 3 and 4 of the 
Legislative Fiscal Division 2003 Biennium Executive 
Budget Analysis concentrates on the appropriations 
proposed for inclusion in HB 2. 


Statute requires that the legislature establish fees and 
charges for all internal services functions. Statute further 
restricts programs from increasing those fees and charges 
during the biennium. The Executive Budget must also 
include a rate analysis of enterprise funds and internal 


service fees and charges. While only a small portion of 
proprietary funds are appropriated in HB 2, all rates 
approved by the legislature are listed in that bill. 


Figure 1 shows all internal services rates reviewed and 
approved by the legislature. 


Figure 1 
Internal Services Functions 
2003 Biennium 
Agency/Program or Function 
Secretary of State 
Records Management 
Administrative Rules 
Transportation 
Motor Pool 
Equipment 
Revenue 
Customer Service Center 
Administration 
Accounting/Management Support 
Procurement and Printing 
Information Services, including SABHRS Operations 
General Services 
Central Mail 
Professional Development Center 
Payroll 
State Employee Benefits 
Risk Management/Tort Defense 
Fish, Wildlife and Parks 
Administration and Finance 
Capitol Grounds Maintenance 
Aircraft and Vehicle Usage 
Duplicating and Bindery 
Environmental Quality 
Central Management 
Natural Resources and Conservation 
Air Operations 
Commerce 
Professional and Occupational Licensing 
Local Government Services 
Board of Investments 
Director/Management Services 
Justice 
Agency Legal Services 
Corrections 
Corrections Enterprises 
Labor and Industry 
Montana Career Information Center 
Central Services Division 
Information Services Bureau 
Office of Public Instruction 
Centralized Services 
Montana University System 
MUS Group Insurance 





BUDGET TERMS 


Budgets must, by statute, be submitted in three tiers to 
allow legislative scrutiny of all stages of budget 
development: 
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The base - defined as the resources for the operation of 
state government, and used to cover current biennium 
expenses of an ongoing and non-extraordinary nature. 
The base and how it is derived are discussed in more 
detail in the “Base Budget” portion of this narrative. 


Present law - defined as that additional level of funding 
needed to maintain operations and services at the level 
authorized by the previous legislature. Present law 
includes but is not limited to legally-mandated workload, 
caseload, or enrollment changes, changes in funding 
requirements, inflationary or deflationary adjustments, and 
elimination of one-time appropriations. 


New proposals - defined as requests to provide new non- 
mandated services, to change program services, to 
eliminate existing services, or to change sources of 
funding. 


Changes to the budget are made individually through 
decision packages, which must be approved by the 
legislature. Decision packages can either change present 
law or add new proposals approved for funding. 


SUBMISSION DATES 


The director of the Office of Budget and Program Planning 
(OBPP) is required to submit a preliminary budget 
reflecting the base budget to the LFD by October 10, and 
a preliminary budget reflecting a present law base by 
November 1 in the year before a session. The director is 
further required to submit an entire preliminary budget by 
November 15. The LFD provides a detailed and 
comprehensive analysis of the Executive Budget, as well 
as an analysis of other fiscal policy issues. 


BASE BUDGET 


The current Executive Budget used actual fiscal 2000 
expenditures as recorded on the Statewide Accounting, 
Budgeting, and Human Services (SABHRS) System as 
the base for determining a present law budget for the 
2003 biennium. Certain items were then excluded in order 
to create a base that reflects only: 1) the cost of ongoing 
programs or functions approved by the last legislature; 
and 2) expenditures authorized by the legislature. OBPP 
and LFD staff reached agreement on virtually all 
expenditures removed from the base. The LFD analysis 
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provides an explanation within context of any program in 
which a base difference remains. 


Following is an explanation of each type of expenditure 
category excluded from the base: 


Appropriation Transfers 


Section 17-7-301, MCA, allows the Governor to authorize 
the transfer of funds appropriated for the second year of 
the biennium to the first year, if the Governor finds that 
“due to an unforeseen or an unanticipated emergency” the 
amount appropriated for the first year of the biennium “will 
be insufficient for the operation and maintenance of the 
department.” Since such transfers do not result from 
legislative action and may be used for meeting one-time 
costs, these transfers are excluded from the base. 
However, if the transfer funds an ongoing cost, OBPP 
adjusts the present law budgets for the next biennium 
accordingly. 


Budget Amendments 


Budget amendments provide temporary authority allowing 
agencies to spend unanticipated non-general fund 
revenue received after the legislature has adjourned. This 
revenue can to be used to provide additional services. In 
accordance with 17-7-402, MCA, budget amendment 
authority terminates at the end of each biennium and can 
make no “ascertainable present or future significant 
commitment for increased general fund support.” 
Expenditures financed through budget amendments are 
excluded from the base. If an agency wishes to continue 
an activity financed with a budget amendment in the 
following biennium, the request must be presented as a 
new proposal. 


One-Time Appropriations 


In general, miscellaneous or “cat and dog” appropriations 
(appropriations made in bills other than the general 
appropriations act) are considered “one-time” and not 
continued in the base. The legislature may specify in 
appropriation acts that an appropriation is not intended to 
be ongoing and may not be included in the base. 


Language Appropriations 


In appropriation acts, the legislature may authorize 
expenditure of funds from a specific source without 
providing a specific dollar appropriation. | Language 
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appropriations are generally used when an agency knows 
that it will be receiving federal or state special revenue 
funds (that it is required by statute to spend) but is 
uncertain as to the amount of those funds. In order to be 
sanctioned by law as an appropriation, the language must, 
at least, fix a maximum amount that the appropriations 
may not exceed. Assuming that ongoing expenditures 
from these sources are one-time only in nature, the 
expenditures are excluded from the base. 


Non-Budgeted Expenditures 


Generally Accepted Accounting Principles (GAAP) require 
agencies to make accounting entries for depreciation, 
amortization, and other financial transactions that appear 
as expenditures, but don’t result in the actual expenditure 
of funds from the state treasury. 


Statutory Appropriations 


Section 17-7-501, MCA, provides that funds may be 
appropriated in permanent law rather than through 
appropriation bills, which are effective for one biennium 
only. In order for a statutory appropriation to be valid, the 
Statute creating the appropriation must specifically state 
that it is a statutory appropriation. The statute must then 
be listed in section 17-7-502, MCA. Currently, there are 71 
valid statutory appropriation references listed. Examples 
of statutory appropriations include personal property 
reimbursements made to local governments and schools 
and motor fuel tax revenues distributed to counties. 


Other Appropriations 


This category includes administrative transfers created by 
OBPP, continuing appropriations from previous years, 
internal offset adjustments to appropriations, and 
miscellaneous appropriations. 


ENTITLEMENT AND FORMULA-FUNDED 
PROGRAMS 


Under current state and federal law, certain programs are 
“entitlement programs,” which means that if an individual 
meets the underlying criteria for qualification, services 
must be provided (i.e., the person is “entitled” to the 
service). Projected growth or declines in these programs 
are funded as part of the present law budget, rather than 
through new proposals. For example, the legislature has 
established statutory levels of state support for each child 


enrolled in Montana public schools. Similarly, federal and 
state laws require that persons eligible for Medicaid 
receive specified services or grants. The programs 
treated as entitlement include K-12 BASE aid, Medicaid, 
and foster care. 


PERSONAL SERVICES “SNAPSHOT” 


Personal services costs comprise over 45 percent of total 
agency operating expenditures (excluding capital outlay, 
grants and benefits, and transfers) in the 2003 biennium 
Executive Budget. 


The Executive Budget is based on a “snapshot” of actual 
salaries for authorized FTE, as they existed in the last pay 
period of fiscal 2000. The Executive Budget includes 
annualization of the pay increases appropriated in fiscal 
2000 and 2001. 


Workers’ Compensation and Unemployment Insurance 
rates vary from agency to agency. Each agency has a 
different rate based upon experience. 


VACANCY SAVINGS 


Vacancy savings is the difference between the full 
appropriated cost and the actual cost of authorized 
employee positions during a budget period. Since 1979, 
the legislature has periodically applied a vacancy savings 
factor to agency budgets in recognition of the fact that 
staff turnover and vacancies often result in personal 
services expenditures lower than the amounts 
appropriated. 


During the 1997 biennium, the legislature included varying 
vacancy savings rates among selected agencies, and 
among programs within agencies, in order to fund the 
executive pay plan. A contingency fund containing 
$500,000 general fund and $1,000,000 in other funds was 
included for this purpose. 


During the 1999 biennium, the legislature applied a 
uniform 3 percent vacancy savings rate against all 
positions in state government, with the exception of those 
positions in agencies with fewer than 20 FTE. The 
legislature also assumed that any new positions added via 
new proposals would not be hired at the very beginning of 
the fiscal year as a result of the need to recruit and to 
meet other requirements demanding the expenditure of 
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time. Operating under the assumption that such positions 
would not be filled for the first three months of the fiscal 
year, the legislature applied a 25 percent vacancy savings 
rate in the first year. The legislature also provided $2.3 
million general fund and $8.8 million in other funds for the 
biennium in support of a contingency pool for those 
agencies that could not meet their vacancy savings 
targets. A further discussion of the pay plan is included on 
page 61 of this volume. 


For the 2001 biennium, the legislature adopted a vacancy 
savings rate of 3 percent on all personal services except 
insurance, This rate was not applied to agencies with 
fewer than 20 FTE, elected officials, university system 
faculty or to direct care workers within the Department of 
Corrections. The legislature funded a contingency pool of 
$700,000 from the general fund and $950,000 in other 
funding for the biennium. 


For the 2003 biennium, the Executive Budget proposes a 
3 percent vacancy savings rate on all personal services 
with the exception of insurance. As in the 2001 biennium, 
agencies with fewer than 20 FTE as well as university 
system faculty are exempt. The Executive Budget also 
includes a contingency fund of $1.0 million general fund 
and $3.0 million from other funds for the biennium to meet 
potential costs involved for those agencies that do not 
meet their vacancy savings targets. 


FIXED COSTS 


Agencies are charged fees (called fixed costs) for a 
variety of services provided by other state agencies. The 
Executive Budget includes fixed costs for the following 
services: Department of Administration (DofA) insurance 
and bonds (62104), DofA warrant writing fees (62113), 
DofA payroll service fees (62114), Legislative Auditor 
audit fees (62122), SABHRS (Statewide Accounting, 
Budgeting, and Human Resources System) operating 
costs (62148), DofA network fees (62174), messenger 
services (62307), State Motor Pool leases (62510), DofA 
rent (62527), capitol complex grounds maintenance 
(62770), MTPRRIME (Montana Project to Reengineer the 
Revenue and Information Management Environment, the 
precursor to SABHRS) debt service costs (62875), and 
the state fund cost allocation plan (62895). 


Figure 2 shows the total amounts included in the 
Executive Budget for fixed costs. 
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Figure 2 
Fixed Costs* 


2003 Biennium Executive Budget (in Millions) 
Subcommittee/Agency Function Total 

General Government 

Administration Insurance & Bonds $16.714 
Warrant Writing Fees 1.677 
Payroll Service Fees 0.727 
Data Network Services 19.070 
SABHRS Operating 8.351 
MTPRRIME Bonds 4.520 
Messenger Services 0.340 
Rent - Buildings 10.807 

Transportation Motor Pool Leases 5.875 

Legislative Audit Division Audit Fees 2.973 
Natural Resources and Commerce 


Fish, Wildlife, & Parks Grounds Maintenance 0.640 


Various State Fund Allocation Plan 1.291 
Total $72.985 


*Includes all funds, including non-budgeted proprietary funds. 





Insurance and Bonds 


The Risk Management and Tort Defense Division of the 
DofA collects premiums from state agencies for: 1) 
administration of the self-insurance program, which 
provides state agencies with general liability and 
automobile coverage; and 2) purchase of commercial 
policies for state agency property, aircraft, and to protect 
against the potential consequences of other risks. Costs 
are allocated to agencies based upon actual loss 
experience and inherent exposure. 


Warrant Writing Fees 


DofA provides warrant writing and direct deposit services 
for agency financial transactions. The costs of these 
services are allocated to agencies based upon actual 
fiscal 1998, fiscal 1999, and fiscal 2000 (through May » 
2000) utilization of the various types of transactions. 


Payroll Service Fees 


The State Payroll Program in DofA prepares and 
distributes payroll for all state agencies. Costs of these 
services are allocated to agencies based upon the number 
of paychecks issued for each agency per year. 


Audit Fees 


The Legislative Audit Division charges agencies for the 
costs of financial compliance audits. These charges are 
included in agency budgets as biennial appropriations and 
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allocated according to the estimated number of billable 
hours for each agency audit. 


SABHRS Operations Unit 


In the 2001 biennium, the new Statewide Accounting, 
Budget, and Human Resources System (SABHRS) was 
put in place. This unit provides all operational support for 
the new systems. Costs were allocated in the Executive 
Budget based upon the number of fiscal 2000 full-time 
equivalent employees. 


Data Network Services 


The Information Services Division (ISD) of DofA charges 
agencies for the technology network that allows agency 
personal computers to be attached to the state mainframe 
and, via the mainframe, to other agency computers. 
Costs for this service are allocated to agencies based 
upon the projected number of personal computers 
connected to the network each year. A fixed monthly rate 
per computer is used to determine the overall agency 
charge. 


Messenger Service 


The Mail and Distribution Program in DofA charges state 
agencies for interagency mail pickup and delivery 
services. Costs for these services are allocated to 
agencies based upon the volume of mail generated by, 
and number of daily deliveries to, each agency. 


State Motor Pool Leases 


The State Motor Pool in the Montana Department of 
Transportation charges state agencies for the lease of 
vehicles. Charges are based upon anticipated hours of 
. usage and anticipated miles traveled. 


Rent 


The General Services Division (GSD) of DofA charges 
rent to state agencies for costs relative to maintaining 
office and warehouse space in the capitol complex 
buildings managed by GSD. Included in the charges are 
utility, security and janitorial services, mechanical 
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maintenance, and minor maintenance costs including 
such items as painting, lighting and carpeting. Warehouse 
costs are allocated to agencies based upon the amount of 
square footage of office warehouse space occupied; a 
fixed rate per square foot is used. 


Grounds Maintenance 


The Parks Division of FWP charges state agencies for 
grounds maintenance and snow removal at capitol 
complex buildings. Costs of these services are allocated 
based upon the square footage of office space occupied 
by a given agency. 


MTPRRIME Bond Costs 


MTPRRIME was funded using general obligation bonds. 
The costs of repaying those bonds are allocated to 
agencies as a fixed cost in the 2003 biennium. Costs 
were allocated based on the same method used for the 
SABHRS Operations Unit (see previous page). 


State Fund Cost Allocation Plan 
(SFCAP) 


DofA administers the SFCAP, which charges non-general 
fund agencies and/or programs for those state 
government operating costs that cannot easily be 
identified with particular funding sources. Collections are 
deposited to the general fund to offset a portion of those 
costs. Operating costs of the following programs are 
partially recovered through SFCAP collections: State 
Personnel and the Accounting and Management Support 
Divisions of DofA, and the Office of Budget and Program 
Planning in the Governor's Office. Costs are allocated to 
agencies based upon the following: a) State Personnel - 
the number of FTE authorized and classified, and the 
number of negotiated labor contracts held; b) Accounting 
and Management Support - the number of SABHRS and 
cash transactions and actual expenditures made; and c) 
OBPP - the number of FTE employed and budgeted fund 
expenditures made. 
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PUBLIC SCHOOL FUNDING — A PRIMER 


INTRODUCTION 


The purpose of this section is to explain how K-12 
education is funded. This section focuses on the major 


district funds for which the state supplies at least some of - 


the funding. 


Figure 3 
District General Fund Revenues 
Fiscal 1999, Millions 


District Property Tax 
$197.3 
6.4% 29.4% 


district Other Revenue 


State Reimbursements 


1.2% 


State Property Tax 
$176.7 
State Other Revenue 26.3% 
$245.7 
36.6% 


GF Revenue = $671 million; Source Trustees Report; State Share = 64.1% 





The state share of district general fund revenue has 
declined over the years. In fiscal 1991, the state’s share 
of district general fund revenue was 71 percent. As 
shown in Figures 3 and 4, the state’s share of general 
fund revenue had fallen to 64.1 percent in fiscal 1999, but 
rose to 66.7 percent in fiscal 2001. The state’s share 
includes property tax (the 95 mills), other state tax 
revenues and state property tax reimbursements. The 
local share includes property tax levied for schools either 
by the district or the county, as well as other own-source 
local revenue. 


As shown in Figure 5, the state’s share of revenue in all 
district funds was 47.2 percent in fiscal 1999. 


School districts typically may spend out of nine budgeted 
funds, and many schools spend out of smaller 
nonbudgeted funds. Any fund which is funded by property 
tax must be budgeted. 


Figure 4 
District General Fund Revenues 
Fiscal 2001, Millions 


District Other Revenue District Property Tax 


$53.8 $184.8 


7.5% 25.8% 
State Reimbursements 
$23.7 
3.3% 


State Property Tax 
$156.3 


21.8% 
State Other Revenue 
$298.9 
41.7% 


GF Revenue = $717.5 million; Source FY 2001 Budget, OPI; State Share = 66.7% 





The budgeted funds include: 1) general fund, 2) retirement 
fund, 3) transportation fund, 4) debt service fund, 5) bus 
reserve fund, 6) adult education fund, 7) tuition fund, 8) 
building reserve fund, and 9) impact aid fund. This primer 
will focus on the first four of these, since state support in 
these funds is significant. 


Figure 5 
District All Fund Revenues 
Fiscal 1999, Millions 


District & County Property Tax 


30.7% 
Local Other Revenue 
$110.1 


11.0% 
State Property Tax 


Federal Revenue $176.7 
$112.2 17.6% 


11.2% 
State Reimbursements 


State Other Revenue 
$282.8 
1.4% 28.2% 


Total = $1,003 million, excludes revenue from sales, bond proceeds, and student activities; State Share = 47.2% 





DISTRICT GENERAL FUND 


The current system of school finance was established in 
HB 667, passed by the 1993 legislature and first applied to 
school funding in fiscal 1994. HB 667 created a system of 
funding schools in which the state mandates the limits 
within which a school district may budget its general fund 
expenditures. The maximum budget is the sum of the 
district's basic per-district entitlement, its per-ANB 
entitlement, and 153 percent of its special education 
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allowable costs. The BASE (or minimum) budget for a 
district is the sum of 80 percent of the district's basic per- 
district entitlement, 80 percent of its per-ANB entitlement, 
and up to 140 percent of its special education allowable 
costs. 


HB 667 allowed schools that had been budgeting above 
the newly created maximum budget in the past, to 


continue budgeting at that level indefinitely. Subsequently, ~ 


this grandfather clause was altered in HB 22 (1993 special 
session), which required district voters to approve any 
budget authority above the maximum budget. 


In fiscal 1994 when the new system was. first 
implemented, many schools had general fund budgets 
that were below the BASE budget. Districts with budgets 
below the BASE budget were required to incrementally 


Live Births 
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increase budget authority and budget at the BASE level by 
fiscal 1998. 


ANB and Maximum and BASE Budgets 


The maximum and BASE budgets are related by a formula 
in statute to Average Number Belonging (ANB), which is 
enrollment in the prior year adjusted by teacher days. As 
shown in Figure 6, enrollment peaked in fiscal 1996 and 


~ has been declining since, mainly as a result of falling birth 


rates in the mid 1980's through the mid 1990's. 


Without legislated changes in the maximum budget, the 
maximum budget in most school districts will continue to 
fall for many more years, with the result that more and 
more districts will adopt a budget at the maximum. 


Figure 6 
Live Births and K-12 Enrollment in Montana 
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Data on top line are fiscal years in which children enter 9th grade, and indicate year for enrollment. 
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Figure 7 shows the distribution of districts in the general 
fund budget window in fiscal 1997, 1999, and 2001 for all 
districts. The adopted general fund budget for each 
district is divided by the maximum allowable budget for 
each year. The number of districts in each of the brackets 
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is then counted. A large number of districts budget at the 
BASE level although the number has declined. Many of 
these are schools that were required to increase spending 
to the BASE budget between fiscal 1994 and 1998. 


Figure 7 


Distribution of All School Districts Within Equalization Window 
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At Maximum 
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General Fund Spending as Percent of Maximum Budget 


Within the budget window, districts are fairly well 
distributed. A large and growing number of districts are 
budgeting between 98 percent of the maximum budget 
and the maximum budget. The number of districts 
budgeting in this area was 89 in fiscal 1997, and 123 
districts in fiscal 1999, and 124 districts in fiscal 2001. 
More and more schools are budgeting near the maximum 
because of declines in ANB, which in the absence of 
legislation, require lower maximum budgets. For fiscal 
2001, the legislature increased elementary maximum 
budgets by 6.6 percent and high school maximum budgets 
by 4.1 percent, which reduced the number of districts at 
the maximum budget. This reduction however is expected 
to be temporary, as declines in ANB continue. 





Figure 8 shows a comparison of the components of 
general fund budgets for fiscal 1997, when ANB was at its 
recent peak, and for fiscal 2001. 


Between fiscal 1997 and fiscal 2001, ANB fell on average 
1.6 percent per year. The maximum budget rose 1.4 
percent per year and the adopted budget statewide rose 
2.4 percent per year. On a per student basis, the adopted 
budget per ANB rose by 4 percent per year during this 
period. 
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Figure 8 


School District General Fund Budgets 
Maximum and Base Budgets, Fiscal 1997 & 2001 


Total GF Budget= | Total GF Budget= —f 
$653,401,297 ‘ $717,335,178 


iz "767,021,502 
[Sc 
BASE Budget 618,911,909 
| 384,966,597 at 


Millions 
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bt a 

321,608,233 
271,991,031 


Direct State Aid Direct State Aid 


FY97 ANB = 164,752; FY2001 ANB = 157,538. 





Funding the General Fund Budget Direct state aid is a grant from the state to the district. 
Direct state aid is 44.7 percent of total entitlements used 


to calculate the maximum budget in fiscal 2001. In fiscal 
1999, the DSA percent was 40 percent. Direct state aid is 
the first source of revenue considered by a district. In 
fiscal 2001, direct state aid received by schools will be 
$321.6 million. 


As shown in Figure 9, districts’ general fund budgets are 
funded by state funds and local funds. State funds consist 
of direct state aid, state guaranteed tax base (GTB), and 
state special education grants. The sources of local 
funding are nonlevy revenue, property taxes, and 
reappropriated fund balances. 


Figure 9 


School District General Fund Budgets 
Total Revenue for Fiscal 1997 & Fiscal 2001 
$717,335,178 : 
$653,401,297 : - 
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Direct State Aid 


1997 2001 


Not shown are $0.4 million in FY97 and $2.0 million in FY01 which is nonlevy revenue used in the over BASE area. 
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The portion of the budget above that funded by direct 
state aid and below the BASE budget is called the GTB 
budget. This is funded first by $30.3 million special 
education revenue per year received from the state 
general fund. The next source of revenue to fund the GTB 
is nonlevy revenue ($60.3 million in fiscal 2001) such as 
motor vehicle fees, local government severance taxes, 
coal gross proceeds, oil and gas net proceeds, investment 
earnings, and state property tax reimbursements. Many of 
these revenues are distributed among taxing jurisdictions 
within a county based on the ratio of the jurisdiction’s mill 
levy to all levies applying in the jurisdiction. 
Reappropriated fund balances are unreserved fund 
balances left over from the previous year (approximately 
$14.4 million in fiscal 2001). Schools may hold in reserve 
at most an amount equal to 10 percent of the general fund 
budget. A growing source of district nonlevy revenue is 
state reimbursements for legislated property tax base 
reductions ($23 million in fiscal 2001, compared with only 
$8.2 million in fiscal 1999). 


The remaining portion of the GTB area is funded by BASE 
property taxes ($89.0 million in fiscal 2001) and state GTB 
aid ($103.3 million in fiscal 2001). The amount of GTB aid 
a district receives depends on its relative wealth, as 
measured by taxable value per dollar of direct state aid. A 
relatively poor district's BASE mill levy generates local 
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property taxes and a certain amount of GTB aid. The 
poorer the district, the more a BASE mill will be worth in 
terms of GTB aid. Statewide, the average ratio of GTB aid 
to BASE property tax revenue is a little greater than one. 
This may vary from zero for wealthy districts to over ten 
for poor districts. 


Districts that budget above the BASE level must do so out 
of own-source revenue. Some districts are able to use 
nonlevy revenue to fund a portion of this budget area, but 
the vast majority levy overBASE mills against property. 
OverBASE property taxes are $95.7 million in fiscal 2001, 
and are a growing source of revenue funding district 
general fund budgets. Note that total property taxes in 
fiscal 2001 are nearly identical to property taxes in fiscal 
1997. 


A Short History of Legislative Changes 
in K-12 Funding 

Figure 10 shows the impact of legislation on BASE aid 
entitlements since fiscal 1994. Figure 10 also shows 


ANB, the amount spent on BASE aid and on special 
education. 
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Figure 10 
Entitlements, ANB and State Aid 


FY1994 FY95-97 


Component Actual Actual 


Bill Authorizing Entitlement Change HB667 HB22 


Basic (Per District) Entitlements 


Elementary 18,000 17,190 


Percent Change 


High School 
Percent Change 
Per ANB Entitlements 
Elementary 
Percent Change 


High School 
Percent Change 


Base Budget Components 
Direct State Aid 
Guaranteed tax base aid 


ANB and State Spending 
Average Number Belonging * 


Percent Change 
Special Education Funding (Millions)* 


Percent Change 
BASE Aid (Millions)* 


Percent Change 


* Values are averages for FY95-97 


FY1998 FY1999  FY2000 FY2001 FY2002 FY2003 


Actual & — Present Present 


Actual Actual Actual Estimated Law Law 


SB100/ 


HB47 HB47 SB100 HB4 


18,000 18,000 18,000 18,540 18,540 18,540 


Bill and session year: HB667, 1993; HB22, Nov SS,1993; HB47, 1997; SB100, 1999, HB4,May SS,2000. 


The level of entitlements under HB667 was in operation 
for fiscal 1994 only. The legislature then passed HB22 
during the special session of 1993 and cut entitlements by 
4.5 percent for fiscal 1995 through fiscal 1997. On 
average statewide, ANB was increasing in these years. 


HB47 was passed by the 1997 legislature and raised per- 
ANB entitlements beginning in fiscal 1998 by 1 percent 
per year, and the basic entitlement in fiscal 1998 by 4.7 
percent. 


SB 100 was passed by the 1999 legislature and increased 
per-ANB entitlements by 1 percent for high schools and by 
3.5 percent for elementaries in each year of the 2001 
biennium. The direct state aid percent was raised from 40 
percent to 41.1 percent in fiscal 2000 and to 41.8 percent 
in fiscal 2001. SB 100 also increased special education 
funding by approximately $1.5 million per year. 





Then in special session in May 2000, HB 4 further raised 
the per-ANB entitlements in fiscal 2001 by 3 percent for 
both elementary and high school, and raised the direct 
state aid percent to 44.7 percent. 


The last two columns of table 1 show the present law 
entitlements, ANB and state aid under the assumption that 
no further legislative changes are made. 


Special Education 


The state pays approximately $33.9 million in special 
education grants and reimbursements to districts and 
special education cooperatives. Special education 
cooperatives are groups of districts offering special 
education services. Districts receive the money in their 
general funds and spend it for services to children with 
various disabilities or impairments. The disabilities range 
from speech-language impairments and physical 
impairments to multiple disabilities. In fiscal 1999, districts 
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and coops spent $73.3 million in state and local 
contributions and $11.8 million in federal contributions on 
the allowable costs associated with the education of 
impaired students. Allowable costs are defined by the 
state, which provides grants for special education 
instruction and related services. State reimbursements are 
made to schools with extraordinary special education 
costs. As costs have risen, the amount of 
reimbursements has also risen, and the amounts of 
instructional block grants and related services grants have 
fallen. 


The state special education grants and reimbursements 
flow to district general funds and are incorporated in 
calculating a district's maximum and BASE general fund 
budget limits. For each dollar increase in district receipts 
of state special education dollars, the maximum budget of 
the district increases by $1.53 and the BASE budget 
increases by $1.40. Increases in special education 
receipts by districts also increases the state GTB aid paid 
to a district, since GTB aid depends on the level of the 
BASE budget. 


Special education students were 11.7 percent of the 
student population in fiscal 1999. Enrollments of special 
education students grew by close to 2 percent per year 
between fiscal years 1991 and 1994, but growth in special 
education enrollments has remained virtually flat since 
then. A new state funding system was put in place in 
fiscal 1994 that granted districts state special education 
dollars based on the number of ANB in the entire district. 
The old system had granted such dollars based on the 
number of identified special education students in each 
district. 


The amount the state appropriates in special education 
grants to districts and cooperatives remained between $32 
and $33 million between fiscal 1989 and 1999. SB 100 
increased the state’s contribution to special education 
costs by $1.5 million per year beginning in fiscal 2000. 
Districts and coops spent $40.3 million in fiscal 1990 for 
special education programs and $85.1 million in fiscal 
1999, an annual growth rate of 7.7 percent per year. The 
state share of these costs has fallen commensurately. 


Districts spend more on special education students than 
regular students. Spending for special education students 
was 177 percent of spending for regular students in fiscal 
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1998, and that percentage was up from 157 percent in 
fiscal 1993. For the same period, state support as a 
percentage of total spending fell for both types of students 
both on a dollar per student basis and as a proportion of 
total spending per student. 


Voting Rules 


Many of the decisions regarding the level and funding of 
general fund budgets must by law be referred to district 
voters. Beginning in fiscal 2001, the general fund voting 
provisions for districts adopting a general fund budget | 
between the BASE and the maximum budget limits were 
amended to require voter approval for an increase in 
overBASE property tax revenue. Previous law had 
required a vote in order to increase ensuing year budgets 
above current year budgets regardless of the property tax 
revenue consequences. Under the new law, if an 
increase in budget authority can be funded without 
increasing overBASE property taxes revenue, the budget 
increase does not require voter approval. A 4 percent 
limitation on annual budget growth, or on annual budget 
growth per ANB, remains in effect. 


The 1999 legislature also changed the budgeting rules for 
districts with declining enrollments. General fund budget 
limitations were amended for districts that are: 1) 
budgeting between the BASE and maximum budgets; and 
2) have declining ANB populations. If ANB declines less 
than 30 percent and the district’s current year adopted 
budget exceeds the district's ensuing year maximum 
budget, the district may adopt a budget for the ensuing 
year up to the ensuing year’s maximum budget or 94 
percent of the current year’s budget, whichever is greater. 
The district may not exceed its maximum budget limit for 
more than five consecutive years. 


If ANB declines by 30 percent or more and the district's 
current year adopted budget exceeds the ensuing year’s 
maximum budget, the district must reduce the range 
between the district's current year budget and the ensuing 
year’s maximum budget by: 

e 20 percent in the first year; 

e 25 percent in the second year; 

e 33.3 percent in the third year; 

e 50 percent in the fourth year; and 

e the remainder of the range in the fifth year. 
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Districts that have general fund budgets exceeding the 
maximum budget must annually ask voters to approve the 
part of the budget in excess of the maximum. However, 
the budget adopted for the current year may not exceed 
the lesser of: 1) the adopted budget for the prior year; or 
2) the district current maximum budget plus the over- 
maximum budget amount adopted for the prior year. 


‘If a district's budget in the current year is below the BASE 
budget in the upcoming year, either due to ANB increases 
or legislated increases in entitlements, district trustees 
must increase the budget to the BASE budget level and 
no voter approval is required. 


Effective in fiscal 2000, the regular school and trustee 
election date is changed to the first Tuesday after the first 
Monday in May. Only one levy election may be held in a 
calendar quarter. 


DISTRICT TRANSPORTATION BUDGET 


Montana law provides for two types of public school 
transportation - a publicly funded school bus program 
and/or individual transportation contracts with a student’s 
parents or guardian. School bus transportation may be 
provided directly by the school district, or the trustees of a 
district may contract with a private contractor to provide 
bus transportation for eligible students. 


The trustees of a district may provide school bus 
transportation to any pupil of a public or private school. 
However, the district will receive reimbursement from the 
state and county only for eligible transportees. An eligible 
transportee must: 
e bea resident of the State of Montana and attend 
a public school in Montana; 
e be between the ages of 5 and 21 or be a 
preschool child with disabilities between the ages 
of 3 and 6; 
e reside at least 3 miles from the nearest operating 
public elementary school or high school; and 
e be considered to reside with his or her parent or 
guardian, who maintains legal residence within 
the boundaries of the district furnishing the 
transportation, regardless of where the eligible 
transportee lives when attending school. 


The trustees of a district are not required by law to provide 
pupil transportation unless directed to do so by the county 


transportation committee. However, if the trustees decide 
to furnish transportation for any eligible transportee, they 
must ensure transportation for all eligible transportees. 


On-Schedule Costs 


A district's transportation budget is funded by receipt of 
state reimbursements for on-schedule costs, an amount 
which is matched by the county, and by district revenues, 
which fund “over-schedule” costs. 


On-schedule costs are defined by the legislature and are 
expressed'on a per mile basis. The per mile schedule 
costs depend on the size of the bus and are adjusted 
depending on the extent to which the bus is filled with 
riders. On-schedule costs are determined as the product 
of the per mile amount times miles traveled (including 
miles within the 3 mile zone) times 180 days. The state 
general fund reimbursement is one-half this amount or 
one-half the amount a district budgets for transportation, 
whichever is less. The county must match the state 
reimbursement amount with funds derived from the county 
school transportation fund. County revenues in the county 
transportation fund include all nonlevy revenue as well as 
levied property tax revenues. 


District over-schedule costs are the difference between 
the transportation fund budgeted amount and state and 
county on-schedule reimbursements. Some districts are 
able to provide transportation services for the on-schedule 
amount, but the vast majority of districts incur costs above 
the on-schedule amount. On-schedule costs vary 
between 85 cents per mile per day and $1.80 per mile per 
day. Larger districts generally have higher per mile costs 
than small districts. Small districts have generally higher 
costs per ANB, and per ANB per mile, than do large 
districts. 


Districts fund the over-schedule amount through a 
combination of nonlevy revenues and district property 
taxes. On-schedule costs are funded by the state 
reimbursement and the county reimbursement. District 
trustees may budget the over-schedule amount at their 
discretion and are not required to ask voters to approve 
that level. For on-schedule costs, the county 
superintendent determines the required property tax 
requirements, and the county commissioners set the 
required levy but are required to ask the voters to approve 
increases in property tax revenue. 
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In fiscal 1999, total district spending was $47.5 million. 
On schedule costs were $20.6 million of which half was 
paid by the county and half by the state. Over-schedule 
costs paid by the district were $26.9 million. 


Some districts budget for transportation but do not engage 
in providing transportation. These districts do not own 
buses and do not contract with a private bus company. In 
many cases, these districts coordinate their transportation 
needs with a nearby district. For instance, many 
elementary districts coordinate with their high school 
district, if the high school is in the same community. 


Approximately one-third of the bus routes in Montana are 
contracted with private bus companies. These contracts 
are usually observed in the larger districts. Some small 
districts, however, also contract and may contract with 
many private individuals to provide bus service. Contracts 
in the larger districts are often multi-year, and some 
provide inflation adjustments and/or gas _ price 
adjustments. The contracts are usually on a per mile 
basis or on a yearly basis for a set number of miles per 


day. The bus company usually must provide specially — 


equipped buses and bus aides if necessary. 


School districts may also contract with parents or 
guardians of pupils in need of transportation. Under 
section 20-10-142, MCA, the state and county must 
reimburse a district that makes a contract with a parent or 
guardian for transportation of eligible transportees at a 
rate of 21.25 cents per mile per day. The district may 
contract with a parent at a higher rate, and in fact federal 
rules regarding transportation of special needs students 
require that parents be reimbursed by the district at 29 
cents per mile. Allowable miles are determined by 
multiplying the distance between the eligible transportee’s 
residence and school, minus 6 miles. The _ total 
reimbursement is limited to one round trip per day. 
Districts with parents who transport their children to the 
nearest bus stop on an approved route are also 
reimbursed 21.25 cents per mile per day, with 3 miles 
deducted from the distance between the home and the 
bus stop. 


RETIREMENT FUND 


School districts employing personnel who are members of 
the teachers retirement system or other defined retirement 
systems must establish retirement funds from which to 


Budget Basics 


pay the districts’ contributions to the systems. The 
amount each district must pay into the retirement fund is 
set by statute and is a set percentage of the employee’s 
annual wage. Thus the spending requirements in the 
retirement fund increase with increases in wages and with 
increases in the number of employees. Also, because 
teacher wages are paid from the district general fund, the 
level of spending in the retirement fund is closely related 
to the level of spending in the general fund. 


The retirement fund is managed at the county level. The 
county collects the money and deposits it in district 
retirement accounts. The district then pays for the 
retirement contributions. The county retirement fund is 
funded by nonlevy revenue, state GTB, and local property 
taxes. The amount of state GTB varies inversely with the 
value of a county's taxable property per ANB. Thus, less 
wealthy counties receive more GTB aid than do more 
wealthy counties. 


The retirement fund has been a nonvoted fund. That is, 
the county superintendent determines the amount of the 
levy, and the county commissioners fix and set the levy 
without putting the issue before the voters. 


The total payment to districts by counties in fiscal 1999 
was $84.1 million. The state GTB payment to counties for 
retirement purposes was $19.8 million in fiscal 1999. 


DEBT SERVICE FUND 


School districts utilize a debt service fund to make debt 
service payments on bonds that have been sold to 
investors. The sale of bonds may be for purposes of 
capital construction, purchase of certain equipment or 
vehicles, refinancing past bond issues, or for funding a 
judgement against a district. Under current law, the state 
provides capital outlay reimbursements to schools with 
debt service payments associated with bonds that were 
sold after July 1, 1991. 


Under a formula in statute, a school district’s facility 
reimbursement is a set dollar amount per ANB in the 
district, which varies depending whether the student is in 
grades 1-6, 7-8 or in high school. In order for a school to 
receive a capital outlay reimbursement from the state, it 
must be GTB-eligible. Its taxable value per ANB must be 
below 121 percent of the state average taxable value per 
ANB. If a district is GTB-eligible, its school facility 





Legislative Budget Analysis 2003 Biennium 


Legislative Fiscal Division 





General Reference 


Budget Basics 





reimbursement is the lesser of its actual debt service 
expenditures or the calculated reimbursement. When the 
total statewide available reimbursements required exceed 
the amount available in the state appropriation, the 
reimbursements are prorated to the eligible districts. 


The number of districts receiving school facility payments 
has grown from 14 districts in fiscal 1994 to 72 districts in 


fiscal 2001. The state appropriation has grown from $1- . 


million in fiscal 1994 to $4.0 million in fiscal 2001. In most 


years, the growth in demand by districts for school facility 
payments has outstripped the growth in the level of the 
state appropriation. In fiscal 1994, the pro-rata percentage 
was 90 percent and in fiscal 1998 it was 79 percent. 
However, in fiscal 2000, when the appropriation was $3.5 
million the pro-rata percent was 100 percent. This is 
expected to decline in fiscal 2001 as more schools have 
passed bond issues, the largest of which is a new building 
bond in Missoula High School district. 


GENERAL FUND STATUS SHEET 


The general fund status sheet (GFSS) is analogous to 
your personal checkbook register. Your bank balance 
fluctuates either up or down as you make deposits and 
expend monies. Similarly, the GFSS simply measures the 
state’s financial condition as the legislature adjusts 
revenue flows (taxation policies) and appropriates funds 
(authorizes expenditures). 


The GFSS is prepared during legislative sessions in order 
to provide the legislature with a current projection of the 
financial status of the general fund account. This 
budgetary status sheet is usually prepared at least once a 
week and serves as a “work in progress” tool to assist the 
legislature in balancing the state’s general fund budget. 
Financial information on revenue estimates, taxation 
legislation, and appropriation measures are the basic 
components of the GFSS. The status sheet is usually 
prepared on Fridays and distributed either late Friday 
night or early Saturday morning. 


The starting point for the status sheet is the projected 
general fund balance before any legislative action has 
been taken. This balance is based on revenue estimates 
adopted by the Revenue and Taxation Committee (RATC) 
on November 17, 2000, agency base budgets for fiscal 
2000 as assumed for fiscal 2002 and 2003, LFD estimates 
for all statutory appropriations, fund balance adjustments, 
residual equity transfers, and the Executive Budget 
recommendations for supplemental appropriations. 


The status sheet also shows any proposed legislation that 
has general fund fiscal impact (revenue or disbursement). 
These bills are posted to the document after any 
committee takes positive executive action. Subsequent 


amendments to bills are also incorporated into the 
document once they have been adopted by a committee. 
The projected ending balance after legislative action to 
date is provided to show the legislature a "point in time" 
status of the general fund account. 


The status sheet also includes all general fund bills that 
could change the level of spending for state agencies. 
These bills, categorized as “potential appropriations," 
result from legislation that changes the duties and 
functions of state agencies without making a 
corresponding appropriation adjustment. These 
adjustments are considered by the House Bill 2 
Conference Committee toward the end of the legislative 
session. These "potential" spending changes are not 
included in the projected ending balance until after 
legislative action has been taken. 


Attached to the status sheet is a summary of budget 
development by joint appropriation subcommittees. These 
summaries show the budgets as approved by the 
subcommittees, as compared to the base budget for fiscal 
2000. Both general fund and all funds detail are provided. 


The information shown on the next page is an example of 
what the first GFSS will look like. 
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Legislative Fiscal Division 
General Fund Status Sheet 


2003 Biennium (Figures In Millions) 














01/03/2003 01:24 PM lst Legislative Da Status #1 





Fiscal Condition Without Legislative Action 










Beginning Fund Balance(Without Feed Bill & Supplementals) $130.793 












Revenue & Taxation Committee Revenue Estimates 2,400.465 + 
Base Appropnations Using Fiscal 2000 (2,091.917) - 
Estimated Statutory Appropriations (96.730) - 
Estimated Transfers (9.700) - 
Estimated Adjustments & Residual Transfers 0.000 - 












$332.911 





Ending Fund Balance Without Legislative Action 





Summary of Legislative Action 









Revenue Adjustments 









HJR 2 Revenue Estimates 









House Taxation No Change 0.000 
House Floor No Change 0.000 
Senate Taxation No Change 0.000 
Senate Floor No Change 0.000 
Conference No Change 0.000 






Revenue Legislation (See Table 1 For Detailed Bill Listing) 










Appropriation Adjustments 







HBO0002 General Appropnations Act Present Law New Proposal - 0.000 
General Governement & Transportation 0.000 0.000 
Health & Human Services 0.000 0.000 
Natural Resources & Commerce 0.000 0.000 
Corrections & Public Safety 0.000 0.000 
Education 0.000 0.000 






$0.000 $0.000 


Totals 









Other Appropriation Legislation (See Table | For Detailed Bill Listing) 





(6.700) 





($6.700) 








Total Legislative Action 


Fiscal Condition With Legislative Action $332.911 - ($6.700) = $326.211 
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General Fund Status Sheet 


2003 Biennium (Figures In Millions) 


01/03/2003 01:24 PM islati Status #1 


Table 1 - Detail of Legislative Action 





Bill Revenue Appropriation 
Number Short Description of Proposed Legislation Impact Impact 








HB0001 Feed Bill (6.700) 





(6.700) 












$0.000 $0.000 





Total of Legislative Action ($6.700) ($6.700) 








* Potential appropriations result from legislation changing the duties and functions of state agencies without a corresponding appropriation 
adjustment. These adjustments will be considered in House Bill 2 conference committee towards the end of the legislative session. 
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BUDGET COMPARISON METHODOLOGY 


The legislature has traditionally used budget comparisons 
as a tool to assess budget performance and growth 
patterns in the state budget. 


_ A great deal of interest, confusion, and controversy 
developed in recent years over the size of the state 
budget and methods of comparison. The state budget is 


complex, and the methods used to compute the 


comparisons can vary considerably. 


In view of the confusion over comparisons, the 1997 
legislature passed SB 35, sponsored by the Legislative 
Finance Committee (LFC), which established a statutory 
methodology (17-7-151, MCA) for calculating budget 
comparisons. 


This section summarizes the major tenets of the statutory 
budget comparison. This methodology is intended for 
those comparisons that are made before, during, and 
immediately following legislative sessions to measure 
budget performance and growth. The major tenets of the 
methodology include: 


1. The measure of budget performance will be total state 
expenditures of funds (projected) obtained from 
taxes, licenses, and certain fees. This includes 
federal funds. 

2. The unit of measure for the comparisons will be 
actual expenditures in the first year plus 
appropriations in the second year of the current 
biennium, compared to appropriations in the next 
biennium. 

3. The comparisons must be fair and balanced. That is, 
the same attributes are to be included on both sides 
of the comparison, and to be calculated using like 
methods. 

4. The Legislative Fiscal Analyst and the Governor's 
Budget Director will work together to reach agreement 
on estimates to be included in the projections. Where 
there are irreconcilable differences, the LFD is to 
explain them as part of the budget analysis. 

5. Both the Legislative Fiscal Analyst and the executive 
are required to use the statutory methodology for 
budget comparisons. This is to ensure consistency of 
application and avoid manipulation of comparisons. 


The methodology includes all appropriations and projected 
expenditures, as stated in item number 1 above. Statute 
lists the types that must be included, but specifically 
excepts certain expenditures to eliminate duplicate costs, 


- non-operational costs, transfers, enterprise operations, 


and fiduciary funds. 


The following components (fund and appropriation type) 
are to be included in budget comparisons: 
e General fund, state special, and federal revenue 
e Proprietary funds that require an appropriation 
e Cash appropriations for the Long Range Building 
Program 
e Agency Funds - only tax distributions to local 
governments 


The following components are to be excluded from the 
comparisons for the reasons shown: 

e Eliminate double counting: 

= Debt Service Funds 

Capital Project Funds (except cash appropriations) 
Internal Service Funds (Proprietary) 
Administrative/Agency Transfer Appropriations 

e Eliminate Enterprise/Corporate Components: 
Enterprise Funds (Proprietary) 
University Funds - Unrestricted 
University Funds - Other 

e Eliminate Fiduciary Funds: 
Agency Funds (except tax distributions) 
Expendable Trust Funds 
Non-expendable Trust Funds 
Pension Trust Funds 

e Non-Budgeted Items: 

e Non-cash accounting entries 

e Private Funds (state special revenue) 


The Legislative Fiscal Division budget comparisons are 
presented on pages 34 and 35 of this volume, and were 
prepared using the prescribed methodology in 17-7-151, 
MCA. 
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EXPENDITURE LIMITATION 


2003 BIENNIUM BUDGET BELOW LIMIT 


Section 17-8-106, MCA, limits the increase in biennial 
appropriations from the general fund, state special 
revenues, and the cash portion of the capital projects fund 
to the growth in Montana’s personal income. The 
following is a summary of the expenditure limitation 
calculations applied to the Executive Budget for the 2003 
biennium. 


The proposed budget for the 2003 biennium is $127.8 
million below the statutory expenditure limit. Under the 
executive recommendation, the increase in spending in 
applicable categories affected by the limitation will be less 
than the growth in Montana’s personal income between 
1996-1998 and 1998-2000. 


CALCULATION OF LIMIT 


The following types of appropriations are excluded from 
the calculations: 
e money received from the federal government; 
e payments on bonded indebtedness; 
e money paid for unemployment or disability 
benefits; 
e money received from the sale of goods and 
services; 
e money paid from permanent endowments, 
constitutional trusts, or pension funds; 
e proceeds from gifts and bequests; 
e money appropriated for tax relief; and 
e funds transferred within state government or 
purchases of goods for resale. 


Three steps are required to determine the expenditure 
limit: 
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Step 1 - Determine the base appropriation levels for the 
2001 biennium and the executive request for the 2003 
biennium by summing appropriations for the general fund, 
state special revenue, federal special revenue, and cash 
portion of the capital projects fund, excluding the items 
listed above. 


Step 2 - Determine the growth in average personal income 
for the three years preceding the current biennium (1996, 
1997, and 1998) and the three years preceding the next 
biennium (1998, 1999, 2000). The growth in Montana’s 
personal income between these two periods is 9.8 
percent. 


Step 3 - Increase the 2001 biennium base appropriations 
by the growth in personal income to establish the 
expenditure limitation. Subtract the Executive Budget 
appropriations for the 2003 biennium from the 2001 base 
limitation. This difference is $127.8 million. 


COMPLIANCE 


Figure 11 shows the figures used to calculate the 
spending limitation for the 2003 biennium. The 
calculations show that the Executive Budget 
recommendations for the 2003 biennium are below the 
expenditure limit. 
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Figure 11 


Expenditure Limitation Calculation 


Step 1 
Base Appropriations 
Total State Appropriations* 
Exclusions 
Federal special revenue 
Debt service 
Unemployment benefits 
Private funds 
Tax relief 
Transfers 


Total 
Base Appropriations 


Executive Budget 

Total State Appropriations* 

Exclusions 
Federal special revenue 
Debt service 
Unemployment benefits 
Private funds 
Tax relief 
Transfers 


Total 
Executive Appropriations 


Step 2 
Personal Income Growth 


Calendar Year 1996 
Calendar Year 1997 
Calendar Year 1998 
Calendar Year 1999 
Calendar Year 2000 (est) 


Step 3 
Expenditure Limitation 


Base Appropriations Plus 9.86% 
Executive Appropriations 
Expenditure Balance 


2003 Biennium 
Fiscal 2000 


$3, 178,812,875 


($1,309,448,453) 
(22,769,580) 
(846,665) 
(12,326,640) 

0 


0 


($1,345,391 ,338) 
$1,833,421 ,537 


Fiscal 2002 
$3,213,133,607 


($1,360,717,211) 
(22,566,507) 
(500,811) 
(6,249,356) 
0 

0 


($1,390,033,885) 
$1,823,099,721 


Income 
- $16,992,479,000 
17,720,950,000 
18,754 ,726,000 
19,437,719,000 
20,548,719,989 


* General Fund , State Special, Federal Special, Cash Capital Projects 


Fiscal 2001 
$2,664 406,047 


($1,067,952,594) 
(17,737,270) 
(846,665) 
(11,297,141) 

0 

0 


($1,097 833,669) 
$1,566 572,378 


Fiscal 2003 
$3,174,491 ,661 


($1,361 ,732,323) 
(23,015,469) 
(500,811) 
(4,841,425) 

0 

0 
($1,390,090,028) 
$1,784,401,633 


3-year Average 
$17,822,718,333 


19,580,388,330 


$3,735,300,077 
3,607,501,354 
$127,798,723 
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2001 Biennium 
$5 843,218,922 


($2,377,401,047) 
(40,506,850) 
(1,693,330) 
(23,623,781) 

0 

0 
($2,443,225,008) 
$3,399,993,915 


2003 Biennium 
$6,387 ,625,268 


($2,722,449,534) 
(45,581,976) 
(1,001,622) 
(11,090,781) 

0 

0 

($2,780, 123,913) 
$3,607,501,354 


Growth % 


Because of the method used to calculate the expenditure limitation, it is doubtful that any proposed budget 
would have difficulty with the limitation. The method differs with the method used to calculate budget 
comparisons required under 17-7-151, MCA, thus resulting in possible confusion by comparing different parts of 
the Executive Budget with different bases. The legislature may want to consider the value of the expenditure limitation and 
eliminate the requirement if it is found to be of little or no value. 


HB) 
ISSUES 





Although statute requires that the appropriations for the upcoming biennium not exceed the limitation, no calculations of the 
limitation were provided in the Executive Budget. 
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AGENCY BUDGET COMPARISONS BY FUND 





GENERAL FUND 


As defined in 17-7-1-2, MCA, the general fund “accounts 
for all financial resources except those required to be 
accounted for in another fund.” The general fund funds 
the general operations of state government. 


General fund increases by $216.2 million, or 10.0 percent 
from the 2001 biennium to the 2003 biennium. Major 
reasons for this increase are: 


1. $39.3 million: in the Department of Revenue for 
increased reimbursements to local governments to 
replace lost revenue due to the passage of SB 184 in 
the 1999 legislative session; 


Figure 1 


$14.4 million for a 3 percent increase in K-12 BASE 
aid in fiscal 2003; 

$24.0 million for Medicaid cost increases and 
annualization of provider rate increases; 


4, $10.1 million for annualization of other human 


- services programs, including mental health and the 
Children’s Health Insurance Program (CHIP); 
$12.8 million for human services provider rate 
increases; 
$19.9 million for correctional population growth and 
$9.4 million for increased staff and pay exceptions in 
the Department of Corrections; 
$7.5 million for enhanced per student state support in 
the Montana University System; and 
$8.9 million to replace reduced 9 mil levy and 6 mil 
levy revenue in human services and the Montana 
University System. 


General Fund Comparison 
01 Biennium Versus Executive Budget 03 Biennium 








1104 
2110 
3101 
3202 
3401 
3501 
4107 
4110 
5101 
5102 
5113 
5114 
5115 
5117 
5201 
5301 
5401 
5603 
5706 
5801 
6101 
6102 
6201 
6401 
6501 
6602 
6701 
6901 
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Legislative Branch 

Judiciary 

Govemor's Office 
Commissioner of Political Prac 
State Auditor's Office 

Office of Public Instruction 
Crime Control Division 
Department of Justice 

Board of Public Education 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish, Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
Appellate Defender 

MT Dept of Agriculture 

Dept of Corrections 
Department of Commerce 
Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 


Total 


Adjusted 
Expenditures 
Fiscal 2000 


$6,729,738 
8,204,056 
3,024,552 
317,129 
1,006,595 
480,885,526 
2,511,110 
21,562,997 
137,503 
124,494,535 
3,194,426 
280,604 
1,597,833 
1,650,520 
419,466 
3,266,376 
250,000 
532,277 
16,529,294 
39,981,718 
3,955,998 

0 

608,714 
89,104,188 
2,095,231 
1,510,870 
2,793,106 
228,813,863 


$1,045,458,225 


Adjusted 
Authorized 
Fiscal 2001 


$6,998,257 
8,494,394 
3,083,295 
367,961 
2,427,878 
496,165,335 
2,553,913 
22,032,935 
138,362 
127,138,939 
3,353,011 
278,549 
1,623,562 
1,575,925 
417,048 
3,546,651 
250,000 
684,345 
17,012,277 
83,165,934 
4,217,651 

0 

1,683,720 
90,489,229 
2,270,472 
1,531,277 
2,954,871 
232,535,810 


$1,116,991,601 


Total 
Exec. Budget 
Fiscal 2002 


$8,352,840 
9,879,334 
3,294,396 
352,660 
356,945 
492,876,302 
2,600,546 
24,342,588 
156,828 
138,737,957 
3,437,411 
371,686 
2,286,128 
2,400,019 
433,555 
4,961,704 
250,000 
656,582 
19,423,673 
83,089,754 
4,101,864 

0 

762,721 
102,679,452 
2,727,793 
2,148,437 
4,595,900 
261,010,339 


$1,176,287,414 


Total 
Exec. Budget 
Fiscal 2003 


$8,289,859 
9,848,413 
3,239,049 
349,043 
355,658 
502,896,894 
2,611,929 
24,332,942 
155,507 
141,334,978 
3,412,987 
340,748 
2,014,746 
2,376,134 
433,555 
4,554,355 
250,000 
661,565 
18,403,990 
83,300,344 
3,849,168 

0 

756,456 
108,495,433 
2,683,970 
2,152,184 
4,314,180 
270,913,576 


$1,202,327,663 


Total 
Adjusted 
Fiscal 00-01 


$13,727,995 
16,698,450 
6,107,847 
685,090 
3,434,473 
977,050,861 
5,065,023 
43,595,932 
275,865 
251,633,474 
6,547,437 
559,153 
3,221,395 
3,226,445 
836,514 
6,813,027 
500,000 
1,216,622 
33,541,571 
123,147,652 
8,173,649 

0 

2,292,434 
179,593,417 
4,365,703 
3,042,147 
5,747,977 
461,349,673 


$2,162,449,826 


Total 
Exec. Budget 
Fiscal 02-03 


$16,642,699 
19,727,747 

- 6,533,445 
701,703 
712,603 
995,773,196 
5,212,475 
48,675,530 
312,335 
280,072,935 
6,850,398 
712,434 
4,300,874 
4,776,153 
867,110 
9,516,059 
500,000 
1,318,147 
37,827,663 
166,390,098 
7,951,032 

0 

1,519,177 
211,174,885 
5,411,763 
4,300,621 
8,910,080 
531,923,915 


$2,378,615,077 


Difference % Change 
03 Biennium 01 Biennium 
- 01 Biennium _03 Biennium 


$2,914,704 
3,029,297 
425,598 
16,613 
(2,721,870) 
18,722,335 
147,452 
5,079,598 
36,470 
28,439,461 
302,961 
153,281 
1,079,479 
1,549,708 


21.23% 
18.14% 
6.97% 
2.42% 
-79,25% 
1.92% 
2.91% 
11.65% 
13.22% 
11.30% 
4.63% 
27.41% 
33.51% 
48.03% 
30,596 3.66% 
2,703,032 39.67% 
0 0.00% 

101,525 8.34% 
4,286,092 12.78% 
43,242,446 35.11% 
(222,617) 2.12% 


-33.73% 
17.58% 
23.96% 
41.37% 
55.01% 
15.30% 


0 
(773,257) 
31,581,468 
1,046,060 
1,258,474 
3,162,103 
70,574,242 


$216, 165,251 10.00% 
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STATE SPECIAL REVENUE 


As defined in 17-7-102, MCA, the state special fund 
“consists of money from state and other non-federal 
sources deposited in the state treasury that is earmarked 
for the purposes of defraying particular costs of an 
agency, program, or function of state government and 
money from other non-state or non-federal sources that is 
restricted by law or by the terms of an agreement, such as 
a contract, trust agreement, or donation.” 


State special revenue increases by $21.8 million, or 2.8 
percent. This increase is due to three primary increases, 
partially offset by two primary decreases: 
e $26.1 million for increased construction match 
and administration in the Department of 
Transportation; 


Agency Budget Comparisons by Fund 


e $7.6 million in the Department of Natural 
Resources and Conservation due to the addition 
of $3.6 million for state water rehabilitation and 
numerous general operating increases; and 

e $5.9 million in the Department of Fish, Wildlife, 
and Parks for a number of department-wide 
increases. 


The major decreases are: 

e $19.5 million in the Department of Environmental 
Quality due to reduction in requested authority for 
bond forfeitures; 

e $5.8 million in the Montana University System 
due to reduced 6 mil levy revenues 


Agcy 
Code 
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Agency Name 


Legislative Branch 

Consumer Counsel 

Judiciary 

Mt.Chiropractic Legal Panel 
Governor's Office 

State Auditor's Office 

Office of Public Instruction 
Department of Justice 

Public Service Regulation 
Board of Public Education 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish, Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
Appellate Defender 

MT Dept of Agriculture 

Dept of Corrections 
Department of Commerce 
Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 


Total 


Adjusted 
Expenditures 
Fiscal 2000 


$2,115,977 
867,516 
1,488,214 
10,539 
230,746 
2,206,376 
1,242,216 
19,881,780 
2,300,576 
160,152 
15,567,144 
228,068 
132,440 
667,481 
192,586 
31,653,448 
19,857,864 
179,411,483 
6,241,457 
12,791,352 
252,985 
1,041,985 
170,891 
7,451,196 
1,601,137 
12,273,510 
13,001,709 
82,946 
32,370,025 


$365,493,799 


Adjusted 
Authorized 
Fiscal 2001 


$1,723,761 
1,098,793 
1,653,994 
17,193 
271,752 
3,283,226 
1,266,006 
21,254,467 
2,491,662 
189,009 
16,151,000 
228,069 
129,399 
673,616 
240,533 
$2,745,745 
62,245,331 
146,876,154 
6,279,501 
14,045,047 
252,854 
1,082,650 
192,427 
11,655,186 
1,699,613 
13,551,314 
15,020,083 
193,521 
49,505,705 


$406,017,611 


Figure 2 
State Special Revenue Fund Comparison 
01 Biennium Versus Executive Budget 03 Biennium 


Total 
Exec. Budget 
Fiscal 2002 


$2,431,590 
1,106,076 
1,669,691 
15,000 
454,715 
3,294,998 
933,911 
21,962,384 
3,236,594 
175,176 
12,821,144 
235,065 
140,829 
947,081 
233,048 
35,383,272 
49,302,251 
175,485,778 
6,741,816 
19,011,039 
213,645 
1,190,488 
181,134 
8,212,936 
1,730,490 
14,422,273 
14,053,515 
200,097 
39,428,840 


$415,214,876 


130 


Total 
Exec. Budget 
Fiscal 2003 


$1,812,704 
1,108,133 
1,678,959 
15,000 
305,419 
3,227,046 
933,911 
22,253,364 
2,417,164 
174,035 
12,989,144 
235,065 
137,416 
922,139 
233,600 
34,874,167 
13,268,730 
176,868,054 
6,645,269 
15,443,175 
213,214 
1,199,734 
182,501 
8,045,038 
1,727,843 
14,340,795 
14,056,291 
200,097 
42,631,425 


$378,139,432 


Total 
Adjusted 
Fiscal 00-01 


$3,839,738 
1,966,309 
3,142,208 
27,732 
502,498 
5,489,602 
2,508,222 
41,136,247 
4,792,238 
349,161 
31,718,144 
456,137 
261,839 
1,341,097 
433,119 
64,399,193 
82,103,195 
326,287,637 
12,520,958 
26,836,399 
505,839 
2,124,635 
363,318 
19,106,382 
3,300,750 
25,824,824 
28,021,792 
276,467 
81,875,730 


$71,511,410 


Total 
Exec. Budget 
Fiscal 02-03 


$4,244,294 
2,214,209 
3,348,650 
30,000 
760,134 
6,522,044 
1,867,822 
44,215,748 
5,653,758 
349,211 
25,810,288 
470,130 
278,245 
1,869,220 
466,648 
70,257,439 
62,570,981 
352,353,832 
13,387,085 
34,454,214 
426,859 
2,390,222 
363,635 
16,257,974 
3,458,333 
28,763,068 
28,109,806 
400,194 
82,060,265 


$793,354,308 





Difference 
03 Biennium 
- 01 Biennium 


% Change 
01 Biennium 
03 Biennium 


$404,556 


26,066,195 
866,127 
7,617,815 
(78,980) 
265,587 
317 
(2,848,408) 
157,583 
2,938,244 
88,014 
123,727 
184,535 


$21,842,898 
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General Reference 


Agency Budget Comparisons by Fund 





FEDERAL REVENUE 


As defined in 17-7-102, MCA, the federal special fund 
“consists of money deposited in the treasury from federal 
sources, including trust income, that is used for the 
operation of state government.” 


- Federal funds increase by $576.1 million, or 27.6 percent. 
The major increases occur in the Department of Public 
Health and Human Services, although these increases, 
along with the increase in the Montana University System, 
are skewed by the inclusion of $161.4 million in required 
accounting changes. 


Major Department of Public Health and Human Services 
increases include: 


e $126 million for increases in Medicaid costs and 
utilization, and annualization of provider rate 
increases; 

e $29.3 million for FAIM Phase II implementation 


Adjusted 
Expenditures 
Fiscal 2000 


Adjusted 
Authorized 
Fiscal 2001 


$75,000 
43,656 
78,956,968 
8,244,466 
2,399,789 
15,616 
32,211,455 
81,394 
400,212 
692,307 
461,688 
11,491,288 
14,667,880 
243,276,564 
447,159 
1,507,322 
1,997,926 
28,670 
518,056 
457,885 
27,677,052 
31,604,562 
5,997,914 
505,660,821 


———— 


$74,999 
43,075 
81,770,350 
12,645,156 
2,300,037 
20,099 
44,177,638 
81,394 
442,934 
1,433,955 
540,326 
10,290,803 
15,942,243 
302,957,956 
490,114 
1,768,253 
2,085,049 
32,332 
1,182,096 
582,104 
45,470,512 
31,361,964 
6,376,384 
558,270,670 


oO 


Judiciary 

Governor's Office 

Office of Public Instruction 
Crime Control Division 
Department of Justice 

Public Service Regulation 
Commissioner of Higher Ed 
School for the Deaf & Blind 
Montana Arts Council 

Library Commission 

Historical Society 

Dept. of Fish,Wildlife & Parks 
Dept of Environmental Quality 
Department of Transportation 
Department of Livestock 

Dept Nat Resource/Conservation 
Department of Revenue 
Department of Administration 
MT Dept of Agriculture 

Dept of Corrections 

Department of Commerce 

Labor & Industry 

Dept of Military Affairs 

Public Health & Human Services 
$968,915,650 


Total $1,120,340,443 


Figure 3 
Federal Special Revenue Fund Comparison 
01 Biennium Versus Executive Budget 03 Biennium 


Total 


Exec. Budget 
Fiscal 2002 


$413,725 
2,045,000 
95,369,311 
10,349,657 
3,619,998 
13,763 
45,857,186 
88,898 
477,500 
1,705,694 
870,783 
15,904,590 
21,994,851 
303,425,767 
1,262,917 
3,249,167 
2,131,581 
864,768 
640,249 
962,349 
71,820,655 
34,983,418 


9,272,889 ° 


698,463,794 


—. 


$1,325, 788,510 





e $32.9 for costs to annualize various programs 
including mental health overruns, disability 
services, and the Children’s Health Insurance 
Program; and 

e $25.5 million for new provider rate increases. 


Other major increases include: 


e $161.4 million in accounting changes in the 
Department of Public Health and Human 
Services and the Commissioner of Higher 
Education; 

e $73.1 million in additional Section 8 housing 
grants in the Department of Commerce; and 

e $66.9 million in additional construction and 


maintenance in the of 


Transportation. 


Department 


Total 
Adjusted 
Fiscal 00-01 


Total 
Exec. Budget 
Fiscal 02-03 


Total 
Exec. Budget 
Fiscal 2003 


Difference % Change 
03 Biennium 01 Biennium 
-01 Biennium 03 Biennium 


$677,451 
2,008,769 
32,429,478 
(193,576) 
2,553,741 
(8,189) 
16,524,713 
15,008 
111,854 
360,126 
742,785 
10,098,864 
12,760,427 
66,852,411 
1,571,676 
2,033,243 
229,836 
866,672 
(418,384) 
908,315 
73,316,466 
7,100,868 
5,809,547 
339,720,958 


451.64% 
2310.33% 
20.18% 
-0.93% 
54.34% 
-22.93% 
21.63% 
9.22% 
13.27% 
16.94% 
74.13% 
46.36% 
41.69% 
12.24% 
167.69% 
62.07% 
5.63% 
1420.73% 
-24.61% 
87.34% 
100.23% 
11.28% 
46.95% 
31.93% 


$413,725 
45,500 
97,787,485 
10,346,389 
3,633,569 
13,763 
47,056,620 
88,898 
477,500 
780,694 
874,016 
15,976,365 
21,375,699 
309,661,164 
1,246,032 
2,059,651 
2,181,230 
62,906 
641,519 
985,955 
74,643,375 
35,083,976 
8,910,956 
705,188,655 


—_——— 


$149,999 
86,731 
160,727,318 
20,889,622 
4,699,826 
35,715 
76,389,093 
162,788 
843,146 
2,126,262 
1,002,014 
21,782,091 
30,610,123 
546,234,520 
937,273 
3,275,575 
4,082,975 
61,002 
1,700,152 
1,039,989 
73,147,564 
62,966,526 
12,374,298 
1,063,931,491 


———— 


$827,450 
2,090,500 
193,156,796 
20,696,046 
7,253,567 
27,526 
92,913,806 
177,796 
955,000 
2,486,388 
1,744,799 
31,880,955 
43,370,550 
613,086,931 
2,508,949 
5,308,818 
4,312,811 
927,674 
1,281,768 
1,948,304 
146,464,030 
70,067,394 
18,183,845 
1,403,652,449 


_—— 


$1,339,535,642 $2,089,256,093  $2,665,324,152  $576,068,059 27.57% 


eee 
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PROPRIETARY FUNDS 


As defined in 17-7-102, MCA, proprietary funds are 
designated as either enterprise or internal service funds. 
Enterprise funds “account for operations: (A) that are 
financed and operated in a manner similar to private 
business enterprises whenever the intent of the legislature 
is that costs (i.e. expenses, including depreciation) of 
providing goods or services to that general public on a 
continuing basis are to be financed or recovered primarily 
through user charges; or (B) whenever the legislature has 
decided that periodic determination of revenue earned, 
expenses incurred, or net income is appropriate for capital 
maintenance, public policy, management control, 


Adjusted 
Expenditures 
Fiscal 2000 


Adjusted 
Authorized 
Agency Name Fiscal 2001 

$0 
21,205 
779,476 
0 
1,870,604 
38,395 
293,901 
416,267 
8,639,126 
47,818 


Office of Public Instruction 

Department of Justice 

Historical Society 730,850 
Dept. of Fish,Wildlife & Parks 0 
Department of Revenue 1,830,488 
Department of Administration 41,008 
MT Dept of Agriculture 275,297 
Dept of Corrections 336,887 
Department of Commerce 6,742,943 
Labor & Industry 47,653 
$12,106,792 


Total $10,027,100 


accountability, or other purposes.” Internal service funds 
“account for the financing of goods or services provided by 


‘one department or agency to other departments or 


Figure 4 
Proprietary Fund Comparison 
01 Biennium Versus Executive Budget 03 Biennium 


Total 


Exec. Budget 


Fiscal 2002 


$152,083 
25,093 
836,365 

0 
2,322,387 
41,235 
359,769 
585,748 
9,328,899 
60,006 


$13,711,585 





agencies of state government or to other governmental 
entities on a cost reimbursed basis.” 


Statute does not require that most proprietary funds be 
appropriated. Therefore, any increases in the programs 
supported with these proprietary funds are not reflected in 
the table. 


Appropriated proprietary funds increase $5.3 million, or 
24.0 percent, due primarily to proposed increases in State 
Lottery expenses in the Department of Commerce. 


Difference 
03 Biennium 
- 01 Biennium 


Total 
Exec. Budget 
Fiscal 02-03 


Total 
Adjusted 
Fiscal 00-01 


Total 
Exec. Budget 
Fiscal 2003 


% Change 
01 Biennium 
03 Biennium 


$304,197 
5,737 
163,950 
0 
964,257 
3,239 
117,750 
417,883 
3,313,235 
24,823 


$152,114 

23,823 
837,911 1,510,326 
0 0 
2,342,962 3,701,092 
41,407 79,403 
327,179 569,198 
585,289 753,154 
9,366,405 15,382,069 
60,288 95,471 


$304,197 
48,916 
1,674,276 
0 
4,665,349 
82,642 
686,948 
1,171,037 
18,695,304 
120,294 


13.29% 
10.86% 


26.05% 

4.08% 
20.69% 
55.48% 
21.54% 
26.00% 


$13,737,378 $22,133,892 $27,448,963 $5,315,071 24.01% 
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ALL FUNDS 


The final comparison table is a composite by agency of the preceding tables, and shows an $819.4 million, or 16.2 percent 
increase in total fund expenditures. 


Figure 5 
All Funds Comparison 
01 Biennium Versus Executive Budget 03 Biennium 


Adjusted Adjusted Total Total Total Total Difference % Change 
Expenditures Authorized Exec. Budget Exec. Budget Adjusted Exec, Budget 03 Biennium 01 Biennium 
Agency Name Fiscal 2000 Fiscal 2001 Fiscal 2002 Fiscal 2003 Fiscal 00-01 Fiscal 02-03 - 01 Biennium 03 Biennium 


Legislative Branch $8,845,715 $8,722,018 $10,784,430 $10,102,563 $17,567,733 $20,886,993 $3,319,260 18.89% 
Consumer Counsel 867,516 1,098,793 1,106,076 1,108,133 1,966,309 2,214,209 247,900 12.61% 
Judiciary 9,767,270 10,223,387 11,962,750 11,941,097 19,990,657 23,903,847 3,913,190 19.58% 
Mt.Chiropractic Legal Panel 10,539 17,193 15,000 15,000 27,732 30,000 2,268 8.18% 
Governor's Office 3,298,954 3,398,122 5,794,111 3,589,968 6,697,076 9,384,079 2,687,003 40.12% 
Commissioner of Political Prac 317,129 367,961 352,660 349,043 685,090 701,703 16,613 2.42% 
State Auditor's Office 3,212,971 5,711,104 3,651,943 3,582,704 8,924,075 7,234,647 (1,689,428) -18.93% 
Office of Public Instruction 561,084,710 579,201,691 589,331,607 601,770,404 1,140,286,401 1,191,102,011 50,815,610 4.46% 
Crime Control Division 10,755,576 15,199,069 12,950,203 12,958,318 25,954,645 25,908,521 (46,124) -0.18% 
Department of Justice 43,866,540 45,608,644 49,950,063 50,243,698 89,475,184 100,193,761 10,718,577 11.98% 
Public Service Regulation 2,316,192 2,511,761 3,250,357 2,430,927 4,827,953 5,681,284 853,331 17.67% 
Board of Public Education 297,655 327,371 332,004 329,542 625,026 661,546 36,520 5.84% 
Commissioner of Higher Ed 172,273,134 187,467,577 197,416,287 201,380,742 359,740,711 398,797,029 39,056,318 10.86% 
School for the Deaf & Blind 3,503,888 3,662,474 3,761,374 3,736,950 7,166,362 7,498,324 331,962 4.63% 
Montana Arts Council 813,256 850,882 990,015 955,664 1,664,138 1,945,679 281,541 16.92% 
Library Commission 2,957,621 3,731,133 4,938,903 3,717,579 6,688,754 8,656,482 1,967,728 29.42% 
Historical Society 3,035,644 3,136,260 4,340,215 4,321,661 6,171,904 8,661,876 2,489,972 40.34% 
Dept. of Fish,Wildlife & Parks 43,564,202 43,453,596 51,721,417 51,284,087 87,017,798 103,005,504 15,987,706 18.37% 
Dept of Environmental Quality 37,792,120 81,734,225 76,258,806 39,198,784 119,526,345 115,457,590 (4,068,755) -3.40% 
Department of Transportation 422,938,047 450,084,110 479,161,545 486,779,218 873,022,157 965,940,763 92,918,606 10.64% 
Department of Livestock 7,220,893 7,453,960 8,661,315 8,552,866 14,674,853 17,214,181 2,539,328 17.30% 
Dept Nat Resource/Conservation 30,827,968 32,825,577 41,683,879 35,906,816 63,653,545 77,590,695 13,937,150 21.90% 
Department of Revenue 44,063,117 87,374,441 87,757,367 88,037,750 131,437,558 175,795,117 44,357,559 33.75% 
Department of Administration 5,067,661 5,371,028 6,198,355 5,153,215 10,438,689 11,351,570 912,881 8.75% 
Appellate Defender 170,891 192,427 181,134 182,501 363,318 363,635 317 0.09% 
MT Dept of Agriculture 8,853,263 14,814,903 9,975,675 9,770,192 23,668,166 19,745,867 (3,922,299) -16.57% 
Dept of Corrections 91,500,097 93,187,213 105,958,039 111,794,520 184,687,310 217,752,559 33,065,249 17.90% 
Department of Commerce 48,788,736 69,931,424 98,299,620 101,034,545 118,720,160 199,334,165 80,614,005 67.90% 
Labor & Industry 46,164,794 47,961,142 51,245,376 51,352,739 94,125,936 102,598,115 8,472,179 9.00% 
Dept of Military Affairs 8,873,966 9,524,776 14,068,886 13,425,233 18,398,742 27,494,119 9,095,377 49.43% 
Public Health & Human Services 766,844,709 840,312,185 998,902,973 1,018,733,656 1,607,156,894 2,017,636,629 410,479,735 25.54% 


Total $2,389,894,774  $2,655,456,447 $2,931,002,385  $2,933,740,115  $5,045,351,221  $5,864,742,500  $819,391,279 16.24% 
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TRUST FUND BALANCES 


Montana has a number of constitutional and statutory 
trusts that provide interest income to fund state 
government operations. While the legislature has spent 
the principal of the education trust and slowed the flow of 
revenue into the coal tax trust, parks acquisition and 
resource indemnity tax trusts, substantial balances 
remain. 


The Fifty-sixth Legislature in the 1999 session reduced the 
rate of growth in many of the trusts by passing legislation 
that redirected incoming revenues. The Fifty-sixth 
Legislature passed legislation that will reduce the fiscal 
2001 ending fund balance for all trusts combined by $26 
million when compared with pre-session estimates. The 
reduction in revenue growth will be greatest for the 


Permanent Coal Tax Trust, the Treasure State 
Endowment, and the Common School Fund. The 
legislature substantially enhanced the revenue growth into 
the noxious weed trust and marginally increased revenue 
into the Resource Indemnity Trust. 


Figures 1 and 2 show the history of the ten major trusts 
since fiscal 1973. Forecasted amounts are shown for 
fiscal years 2001, 2002, and 2003, and are based on 
assumptions adopted by the Revenue and Taxation 
Committee in House Joint Resolution 2 (HJR 2). 
Following is a description of each trust and the income it 
generates. Also shown are expected interest earnings 
from each trust in fiscal years 2001, 2002, and 2003. 


Figure 1 
Cumulative Balances of Trust Funds 
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General Reference 


CONSTITUTIONAL TRUSTS 


Permanent Coal Tax Trust 


Article IX, Section 5 of the Montana Constitution requires 
that at least 50 percent of all coal severance tax revenue 
be deposited in a permanent coal tax trust fund, and that 
the principal of the trust "shall forever remain inviolate 
unless appropriated by a vote of three-fourths of the 
members of each house of the legislature." By statute, 
interest earned on this trust that is not earmarked for other 
programs is distributed 100 percent to the general fund. 
As described below, some of the interest earned on the 
trust is earmarked for other programs. 


The interest earned on the permanent coal tax trust fund 
is an important general fund revenue source. During the 
period of fiscal 1981 through fiscal 1998, $619.5 million in 
interest from this trust was deposited in the combined 
general fund/school equalization account (SEA). In fiscal 
1998, permanent coal tax trust fund interest provided 3.9 
percent of total revenue to the general fund. 


Initiative 95, approved by voters in 1982, required that 25 
percent of the revenue deposited in the permanent coal 
tax trust after June 30, 1983, be placed in the in-state 
investment trust fund for investment in the Montana 
economy "with special emphasis on investments in new or 
expanding locally owned enterprises." The 1991 
legislature: 1) eliminated separate accounting for the in- 
state investment trust; and 2) instructed the Board of 
Investments to "endeavor to invest up to 25 percent of the 
permanent coal tax trust fund" in the Montana economy. 


The 1989 and 1991 legislatures gave authority to the 
Montana Science and Technology Alliance (MSTA) for the 
use of $12.5 million from the in-state investment fund for 
investment in new and expanding technology-based 
Montana businesses and for research and development 
project loans. The 1993 legislature authorized MSTA to 
invest an additional $11.0 million from the in-state 
investment program. 


The payback of principal from MSTA loans returns to the 
trust. Before July 1, 1993, the interest from MSTA loans 
was distributed in the same manner as other interest 
earned on the permanent coal tax trust fund. House Bill 
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394, enacted by the 1993 legislature, created a special 
revenue account into which all interest earned from MSTA 
loans is deposited and from which MSTA expenses will be 
paid, with the balance returning to the trust. 


Coal tax revenue flowing into the permanent coal tax trust 
fund is also used to secure state bonds issued to finance 
water resource development projects and activities. Since 
1981, when the legislature authorized this bonding 
program, $78.1 million in water development projects 
throughout the state have been authorized with revenue 
from these bonds. 


The 1991 legislature also appropriated $3.25 million from 
the permanent coal tax trust fund for the Microbusiness 
Development Act. These funds provided capital to 
microbusiness development corporations that provide 
loans and technical assistance to qualified small 
businesses. Interest earnings and loan repayments were 
retained by the program to finance administrative costs 
and future loans. 


During the January 1992 Special Session, the legislature 
authorized the creation of a school bond contingency loan 
fund within the permanent coal tax trust fund. The 
contingency fund provided up to $25.0 million in loan 
guarantees for school district bonds certified by the 
Department of Administration as meeting certification 
standards, but for which subsequent litigation prevents 
collection of property taxes levied for debt service. School 
districts are required to repay any guarantee funds used. 
Interest on the contingency fund is distributed in the same 
manner as all other interest earned on the permanent coal 
tax trust fund. This legislation expired on January 1, 1993. 
House Bill 667, passed during the 1993 legislative 
session, provides Guaranteed Tax Base (GTB) aid to 
certain schools with bonds outstanding or bond issues 
contemplated. The source of funding for GTB aid was the 
school equalization account (SEA). 


The contingency fund has provided backing for $23.4 
million in school bonds for 14 schools. The average 
balance in the contingency fund has been slightly more 
than $2.0 million. The contingency fund will continue to 
exist for the next 20 years until these bonds are retired. 


Legislative Fiscal Division 
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In the June 1992 election, voters approved a referendum 
to create the treasure state endowment fund (TSEF) 
within the permanent coal tax trust fund. The fund 
received a $10.0 million grant from the trust principal in 
fiscal 1994 and will receive half the funds deposited in the 
trust during fiscal 1995 through fiscal 2013. Interest 
earned on the TSEF is used to finance local infrastructure 
projects, as prioritized by the Departments of Commerce 
and Natural Resources and Conservation and authorized 
by the legislature. 


During the November 1993 Special Session, the 
legislature authorized in SB 4 that the cash balance in the 
coal tax bond fund as of July 1, 1993 be deposited in the 
permanent coal tax trust fund. The total amount 
transferred was $31.1 million. 


Senate Bill 4 also changed the distribution mechanism by 
requiring the 50 percent coal severance tax revenue 
allocation be deposited in the TSEF and the permanent 
coal tax trust fund on an equal basis. Prior to SB 4, coal 
severance tax revenue earned on production taking place 
beginning July 1, 1993, was to have been deposited in 
TSEF. In the following fiscal year, one-half of the previous 
year's inflow was to have been deposited in the 
permanent coal tax trust fund, and the TSEF was to retain 
the rest. Without SB 4, the permanent coal tax trust fund 
would not have received any coal severance tax revenue 
during fiscal 1994. 


The 1993 legislature passed HB 401, which authorized a 
loan to the Department of Environmental Quality (DEQ), 
(formerly the Department of Health and Environmental 
Sciences) from the permanent coal tax trust fund for 
technical, litigation, and administrative expenses 
associated with the natural resource damage litigation suit 
against the Atlantic Richfield Company in the Clark Fork 
River Basin. The amount of the loan was $2.6 million for 
the 1995 biennium and $5.2 million to repay principal and 
interest to the general fund for litigation costs incurred in 
the 1993 biennium. As of December 1994, $6.3 million 
had been withdrawn from the permanent coal tax trust to 
pay for litigation expenses. 


The 1995 legislature enacted several measures that 
affected permanent trust balances and interest income. 
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House Bill 305 authorized a loan to the Department of 
Justice from the permanent coal tax trust for the purpose 
of conducting the litigation and natural resource claims 
against the Atlantic Richfield Company in the Clark Fork 
River Basin. The amount of the loan was $2.4 million for 
the 1997 biennium. The bill also extended loans made for 


the same purpose during the 1995 biennium. As of May 


1998, $9.8 million had been withdrawn from the 
permanent coal tax trust to pay litigation expenses. 

House Bill 354 expanded appropriations for the 
Microbusiness Financing Act, which provides loans to 
businesses employing less than ten employees and 
generating less than $500,000 in gross revenue annually. 
The expansion of this program doubled the previous 
appropriation to $3.25 million of investable coal tax trust 
funds made available to the Microbusiness Finance 
Program in the Department of Commerce. Beginning July 
1, 1995, HB 354 also increased maximum loan amounts 
per individual loan from $20,000 to $35,000. The program 
provides financing for working capital assets and fixed 
asset acquisition with more flexible repayment terms than 
those offered by commercial institutions. Payback of 
interest and principal of the loan amounts are used for 
administrative purposes and for financing new 
microbusiness loans. 


Senate Bill 38 authorized the Job Investment Act under 
which the Department of Commerce may loan a portion of 
the permanent coal tax trust to businesses to create and 
retain jobs in Montana. A loan to a qualified business may 
not exceed $500,000, and the department is to report 
annually to the Revenue and Taxation Committee. The 
legislation also reduced the amount of permanent coal tax 
trust funds that the Board of Investments allows the 
Montana Board of Science and Technology Development 
to invest in seed capital loans and mezzanine loans from 
$15.5 million to $12.5 million. The bill also increased the 
amount of permanent coal tax trust funds available for 
research and development projects from $8.1 million to 
$11.1 million. In the past, these funds were used primarily 
as loans to the University System. Under SB 38, these 
funds were granted to the University System for research 
and development projects. As of October 1, 1998, $25.7 
million had been loaned or granted to Montana 
businesses and the university system. 


Legislative Fiscal Division 
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Senate Bill 83 abolished the distribution of coal trust 
interest to the SEA. Under previous law, 15 percent of 
coal trust interest earnings were deposited in the SEA and 
85 percent in the general fund. As a result of SB 83, 100 
percent of coal trust interest earnings are deposited in the 
general fund in fiscal 1996 and beyond. 


The 1997 legislature enacted several measures that 
affected permanent trust balances and interest income: 


House Bill 110 appropriated to the Department of Justice 
$2.5 million in state special revenue to be used for 
continuing litigation expenses associated with the Atlantic 
Richfield case. The appropriation was for expenses 
incurred during the 1999 biennium, and, upon settlement 
of the case, the amount used plus interest was to be 
returned to the general fund. The case was settled in 
June of 1998 for $215 million dollars. On June 24, 1998, 
$15 million was deposited into STIP for payment to the 
permanent trust and the general fund. In the middle of 
October 1998, $12.2 million was transferred to the 
permanent trust, including $9.8 million in principal and 
$2.4 million in interest. In the middle of November 1998, 
$1.9 million was transferred to the general fund. This was 
made up of principal ($1.4 million) and interest ($0.5 
million) and constituted repayment of general fund loans 
going back to fiscal 1983 when the case began. 


The legislature amended the allocation of coal severance 
taxes under 15-35-108, MCA. In HB 14, the 1997 
legislature authorized the issuance of general obligation 
bonds to fund the purchase of Virginia City and Nevada 
City properties. In HB 5, the legislature allocated 1.3 
percent of coal severance tax revenue to pay the debt 
service on the bonds, which are to be issued for a term of 
ten years. Coal tax revenue will be distributed to the 
Long-Range Building Program (LRBP) debt service 
account for fiscal 1998 through 2007. This allocation 
diverts coal severance tax revenue that would otherwise 
be deposited in the general fund. Based on revenue 
estimates in HJR 2, this change in allocation resulted in a 
loss to the general fund of $0.5 million in fiscal 1998 and 
1999. Once the ten-year period has expired, the 1.3 
percent allocation will revert to the general fund. 


House Bill 5 also eliminated the 0.63 percent distribution 
of coal severance tax to the cultural and aesthetic trust 
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during the 1999 biennium only. The legislature 
appropriated $3.9 million from the cultural trust for the 
immediate purchase of the Virginia City and Nevada City: 
This will result in a loss of trust interest revenue that 
otherwise would be used to fund cultural and aesthetic 
(C&A) projects in the state during the 1999 biennium. In 
order to compensate for the lost interest, the legislature 
allocated 0.87 percent of coal severance tax revenue to 
the C&A projects account and eliminated the 0.63 percent 
of coal severance tax revenue that had been deposited in 
the cultural trust. The remaining 0.24 percent of coal 
taxes allocated to the C&A project account was previously 
part of the flow into the general fund. Based on revenue 
estimates in HJR 2, this part of HB 5 results in a loss to 
the general fund of $91,736 and $93,195 for fiscal 1998 
and 1999, respectively. After the 1999 biennium, similar 
amounts of coal severance tax revenue will be diverted 
from the C&A projects account and will again flow to the 
general fund. 


House Bill 578 abolished the Montana Board of Science 
and Technology beginning July 1, 1999. The amount of 
money committed for research and development ($11.1 
million) and for seed capital loans ($12.5 million) may be 
disbursed until July 1, 1999. Any money under these caps 
that has not been committed, except for $915,000, must 
be returned to the coal tax trust. The Board may continue 
to provide seed capital loans of up to $700,000 to existing 
seed capital companies until July 1, 1999 or until an 
amount of $915,000 has been reached; however, up to 
$75,000 of this may be used for administrative expenses. 
Beginning April 1, 1997, the proceeds from seed capital 
loans must be deposited in the coal tax trust. However, 
during fiscal 1998, $250,000 of seed capital income, as 
well as $150,000 of job investment loan income, must be 
used to fund the judges’ retirement system. Also 
beginning April 1, 1997, and ending July 1, 1999, up to 
$2.0 million in income and interest from research and 
development loans at Montana public universities may be 
granted to research and development (R&D) projects at 
the universities. After July 1, 1999, all repayment 
proceeds from both seed capital loans and R&D loans in 
excess of $4.4 million must be deposited in the coal 
severance tax permanent fund. The amount of $4.4 
million presumably may continue to be loaned out by the 
Department of Commerce under a business investment 
strategy plan, which must be reported to the Fifty-sixth 
Legislature. 
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1999 Legislative Action 


HB 260 — Beginning July 1, 1999, HB 260 imposed a new 
Coal license tax on the contract sales price of coal and 
reduced the coal severance tax liability for coal producers 
by allowing a credit against the coal severance tax in the 
amount of 101.5 percent of coal license tax liability. Thus, 
coal producers would realize a reduction of 1.5 percent in 
tax liability on coal production. 


The total reduction in coal severance tax collections was 
expected to be $20.7 million in fiscal 2000 and $19.6 
million in fiscal 2001. The new coal license tax would 
generate $20.4 million in fiscal 2000 and $19.3 million in 
fiscal 2001. 


The legislation, in combination with HB 69 and SB 220, 
provided a new distribution of coal severance taxes and 
specified a distribution for the new coal license tax. Under 
the new distribution, none of the coal severance revenue 
would be distributed to the permanent trust. Instead, 37.5 
percent of the reduced coal severance tax revenue stream 
would be deposited in the treasure state endowment trust 
fund, and 12.5 percent would be deposited in a new TSEF 
regional water system account (SB 220). The remaining 
distribution of the coal severance tax would be deposited 
as under previous law, except that the amount (1.3 
percent) to long-range building program debt service will 
now be directly deposited in the general fund as per HB 
69. 


Coal severance tax revenue deposited in the permanent 
fund would be reduced by $8.3 million in fiscal 2000 and 
by $7.9 million in fiscal 2001. None of the new coal 
license tax will be allocated to the permanent fund. 


Coal severance tax revenue deposited in the TSEF would 
be reduced by $3.6 million in fiscal 2000 and $3.4 million 
in fiscal 2001. 


The revenue diversions in the each trust, as well as some 
of the revenue from the new coal license tax, would be 
deposited into spendable accounts that will be used for 
Ongoing projects and payments associated with 
infrastructure loans and grants, agricultural seed capital, 
and research and commercialization loans and grants. 
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However, on January 20, 2000, the Montana Supreme 
Court found that HB 260 violated Article IX, Section 5, of 
the Montana Constitution and enjoined enforcement of the 
new coal producer's license tax. This rendered most of 
the legislation and appropriations meaningless. The 
decision did not affect the establishment of the research 
and commercialization expendable trust. Coordination 
with SB 220 also was not affected, thus the establishment 
of the treasure state endowment regional water system 
trust and the distribution of coal severance tax to the trust 
and the TSEF remain intact. 


HB 69 — Eliminates the distribution of coal severance tax 
revenue to the long-range building debt service account 
that was used to pay bonds issued for the purchase of 
Virginia City and Nevada City property. Beginning July 1, 
1999, the revenue is deposited in the general fund and the 
bond service payments are made by the general fund. 


SB 220 — Beginning July 1, 1999, SB 220 created a new 
treasure state endowment regional water system fund into 
which is deposited 25 percent of one half of all coal 
severance receipts. The other 75 percent of one-half of 
coal severance receipts flows into TSEF. 


Common School Trust 


Article X, Sections 2 and 3 of the Montana Constitution 
require that all royalties and other proceeds received from 
school lands granted to the state under the federal 
enabling act must be deposited in the common school 
trust fund and "shall forever remain inviolate, guaranteed 
by the state against loss or diversion." Article X, Section 5 
requires that 95 percent of the interest from this trust be 
used for school equalization, with the remaining 5 percent 
reinvested in the trust. In addition, 95 percent of all rents, 
royalties, and other income received from leasing of 
school lands is to be used for public schools with the 
remaining 5 percent invested in the trust. 


During the January 1992 Special Session, the legislature 
passed HB 3, which provided that 95 percent of the 
revenue from state timber sales (approximately $4.9 
million) be deposited in the SEA during the 1993 
biennium, with the remaining 5 percent deposited in the 
trust. 


Legislative Fiscal Division 
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The 1993 legislature passed HB 652, which continued the 
practice of diverting 95 percent of timber revenue to the 
SEA during the 1995 biennium. The loss in revenue to the 
common school trust during the 1995 biennium was 
approximately $9.1 million. House Bill 667, also passed 
during the 1993 legislative session, continued this practice 
indefinitely. The loss of revenue to the common school 
trust during the 1997 biennium was approximately $9.7 
million. 


The 1995 legislature enacted several measures affecting 
revenue from state lands. House Bill 50 made permanent 
certain provisions regarding the sale of timber on state 
lands. House Bill 50 was expected to result in additional 
sales of timber during the 1997 biennium. However, 
additional costs associated with the sale of timber were 
also expected to be incurred. These costs are deducted 
from timber sale revenues. 


House Bill 201, passed by the 1995 legislature, required 
the state to increase timber sales from state lands 
consistent with an annual sustainable yield of 45 million 
board feet to 55 million board feet, contingent on a study 
to determine the appropriate level of annual sustainable 
yield. House Bill 201 capped the amount of timber sale 
revenue deposited in the general fund (formerly the school 
equalization account, which was abolished in SB 83) from 
the common school trust at an average annual sale value 
of 18 million board feet. Any excess timber sale revenue 
from the common school trust is to be deposited in the 
general fund, but "earmarked" for deposit in school 
districts’ newly established technology acquisition fund to 
buy technological equipment and provide technical 
training for school district personnel. 


House Bill 201 also affects timber sale revenue because it 
diverts timber sale revenue before it is deposited in the 
general fund to pay for costs associated with increasing 
timber sales. The total revenue effect was expected to be 
a loss of $1.1 million to the general fund during the 1997 
biennium. 


House Bill 274, passed by the 1995 legislature, granted 
the Department of State Lands broader discretion to 
expedite sales of state timber in emergency situations and 
limited access situations. Effective in fiscal 1996, as a 
result of the natural resources reorganization bill [SB 
234], the forestry function was transferred from the 
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Department of State Lands to the Department of Natural 
Resources and Conservation. 


Senate Bill 83 de-earmarked all interest from the common 
school trust and income earned on common school lands. 
Henceforth, these revenues flow into the general fund. 


The 1997 legislature passed legislation that impacted the 
flow of timber revenue into the common school trust by 
appropriating timber revenue for use by the DNRC to 
enhance timber sales during the 1999 biennium. The 
amounts appropriated, $1.2 million and $1.3 million in 
respective years of the biennium, are diverted from the 
revenue stream before the allocation of 5 percent of 
revenue to the trust. 


House Bill 2 appropriated anticipated timber sale revenue. 
in excess of that associated with 18 million board feet for 
deposition in schools’ technology acquisition funds. The 
purpose of the fund is to allow each district to buy 
technological equipment and provide technical training for 
school district personnel. The amounts appropriated were 
$1.5 million in fiscal 1998 and $2.8 million in fiscal 1999, 
or the amount of “excess” revenue in each year, 
whichever is less. However, no payment will be made in 
fiscal 1999, but $3.4 million is expected to be spent during 
the 2001 biennium. 


1999 Legislative Action 


Senate Bill 48 makes significant changes in funding the 
Trust Land Management Division in the Department of 
Natural Resources and Conservation. The legislation 
diverts a portion of the following money (previously 
deposited into the corpus of the land trust funds) from ten 
land trusts administered by the department: 1) mineral 
royalties; 2) the proceeds or income from the sale of 
easements and timber (except timber from public school 
lands); and 3) 5 percent of the interest and income 
previously credited annually to the public school fund. The 
money is diverted to a state special revenue account to 
pay costs of administering state trust lands. The 
legislation provides limitations on the amount of diverted 
revenue and the amount of the appropriations: 1) the 
diverted revenue is limited to 1-1/8 percent of the book 
value balance in each of the nine nonexpendable trust 
funds on the first day of January preceding the new 
biennium and 10 percent of the previous fiscal year 
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revenue deposited into the capitol building land grant trust 
fund; and 2) appropriations of the money are limited to 1- 
1/8 percent of the book value balance in the nine 
nonexpendable trust funds on the first day of January 
preceding the new biennium and 10 percent of the 
revenue deposited in the capitol building land grant trust 
fund in the last completed fiscal year prior to the new 
biennium. In HB 2, the legislature replaced $7.1 million of 
general fund appropriations with state special revenue 
provided by this legislation. Therefore, deposits to land 
trusts (primarily the Common School Trust) will be 
reduced by $7.1 million over the biennium, approximately 
$3.5 million per year. 


Resource Indemnity Trust 


Article IX, Section 2 of the Montana Constitution and Title 
35, Chapter 38, MCA, require that certain resource 
extraction taxes be placed in a trust. The principal of the 
resource indemnity trust "shall forever remain inviolate in 
an amount of one hundred million dollars ($100,000,000), 
guaranteed by the state against loss or diversion." Once 
the principal of the trust reaches $100 million, any 
additional tax revenue may be appropriated. During the 
1993 legislative session, the legislature passed HB 608 
that decreased the amount of resource indemnity and 
groundwater assessment (RIGWA) tax proceeds 
deposited in the trust during the 1995 biennium from 85.9 
percent per year to 55.9 percent, or approximately $5.0 
million. The bill further reduced the amount of RIGWA tax 
revenue deposited in the trust to 45.9 percent beginning 
July 1, 1995. 


During the July 1992 Special Session, the legislature 
imposed a one-year surtax on resource indemnity tax 
liability and allocated collections from the surtax to the 
general fund. 


During the 1995 session, the legislature replaced a portion 
of RIGWA tax proceeds with oil and gas tax proceeds due 
to a bill to simplify oil and gas taxes (SB 412). Also, the 
legislature diverted for other purposes the metal mines 
license tax proceeds that previously were deposited to the 
trust. 


During the 1997 session, Senate Bill 377 reduced the 
growth rate in the ending fund balance of the RIT trust by 
diverting $200,000 per year from RIGWA tax inflows and 
8.5 percent from metalliferous mines license tax revenue 
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to a newly created orphan share account. The reduction 
of inflow into the trust in each year of the biennium as a 
result of these diversions will be $674,000 and $743,000. 


1999 Legislative Action 


SB 49 and SB 492 increased the allocation of the RIGWA 
tax and the RIT share of the oil and gas production tax to 
the RIT. The ending fund balance at the end of the 2001 
biennium is expected to increase by $162,000 as a result 
of the legislation. 


See the RIT discussion on page 100 for additional detail. 


Tobacco Settlement Trust 


Due to passage of Montana Constitutional Amendment 35 
by the electorate in November 2000, the legislature is 
required to dedicate not less than 40 percent of tobacco 
settlement money to a permanent trust fund. The 
remainder of the money is deposited into the general fund. 
Since the legislature has not yet determined the exact 
percentage to be deposited to the trust fund, the revenue 
estimate assumes 40 percent. Interest earnings from the 
trust fund are to be distributed: 1) 90 percent for 
appropriation by the legislature for disease prevention 
programs and state programs providing benefits, services, 
or coverage that are related to the health care needs of 
the people of Montana; and 2) 10 percent to the trust. 
Money in the trust fund can be spent if approved by 2/3 of 
each house of the legislature. Appropriations of principal, 
income, or interest from the trust fund cannot be used to 
replace state or federal money that support tobacco 
disease prevention programs that existed on December 
31, 1999. 


Montana receives revenue as a Settling party to a Master 
Settlement Agreement. with four original tobacco 
companies and 19 subsequent companies, thus ending a 
four-year legal battle that included 46 states, Puerto Rico, 
American Samoa, the U.S. Virgin Islands, the North 
Mariana Island, Guam and the District of Columbia. All 
told, there were 52 total settling entities. Montana Is 
eligible for four types of payments: 1) reimbursement for 
legal costs (received December 1999); 2) five initial 
payments (two received in fiscal 2000 with an additional 
one per year expected in fiscal years 2001, 2002, and 
2003); 3) on-going annual payments; and 4) strategic 
contribution payments (from fiscal 2008 through 2017). 
The Master Settlement Agreement places no restrictions 
on how the money is to be spent. 


Legislative Fiscal Division 


General Reference 


Trust Funds 





The total amount of tobacco settlement funds available to 
Montana may be affected by a number of adjustments. 
The two most important ones are the adjustments for 
inflation and volume of cigarettes shipped nationally. The 
amount of Montana’s share will increase if inflation is 
positive and decrease with inflation. The amount will also 
decrease if the number of cigarettes shipped nationally 
_ decreases and will increase if the number increases. 


STATUTORY TRUSTS 


Education Trust 


From fiscal years 1976 through 1986, a portion of the 
revenue from the coal severance tax was allocated to an 
education trust for the support of education. The 
legislature appropriated the corpus of this trust to the 
school equalization account during the period of fiscal 
1987 through 1990. Since fiscal 1990, the education trust 
has not received revenue from any source and its balance 
is Zero. 


Parks Acquisition/Arts Protection Trust 


During most of the last 20 years, a portion of the coal 
severance tax has been earmarked for the parks 
acquisition trust. During the late 1980s, the flow of 
revenue into this account was diverted to the general fund. 
However, the principal began to increase again in fiscal 
1990. Prior to fiscal 1992, two-thirds of the interest from 
this trust was statutorily allocated for acquisition and 
operation of state parks, and one-third was allocated for 
protection of works of art in the state capitol and other 
cultural and aesthetics projects. 


The 1991 legislature split the principal of this trust into two 
separate trusts: a parks acquisition trust and an arts 
protection trust. During the 1993 biennium, the coal tax 
revenue that would have flowed into the parks acquisition 
trust (1.267 percent) was spent for maintenance of parks 
and historic sites, along with the interest from the trust. 
House Bill 687, passed during the 1993 legislative 
session, continued this practice for the 1995 biennium, 
allocating $1.6 million from the trust to current operations. 
In the 1997 biennium, the coal tax revenue allocation was 
again deposited in the trust. Senate Bill 27, passed by the 
1995 legislature, increased the allocation to the parks 
acquisition trust from 1.267 percent to 1.270 percent. 
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In fiscal 1992, 0.633 percent of coal severance tax 
revenues was deposited in the arts protection trust, with 
the trust interest continuing to be used for protection of 
works of art and for cultural and aesthetics projects. 
During the January 1992 Special Session, the legislature 
diverted a portion of the revenue that would have flowed 
into the arts protection trust in fiscal 1993 to fund the 
operations of the Montana Arts Council. Beginning in 
fiscal 1994, these revenues were again deposited in the 
trust. Senate Bill 27, passed by the 1995 legislature, 
decreased the allocation to the arts trust from 0.633 
percent to 0.630 percent. 


The 1997 legislature amended the allocation of coal 
severance taxes under 15-35-108, MCA. House Bill 5 
eliminated the 0.63 percent distribution of coal severance 
tax to the cultural and aesthetic trust during the 1999 
biennium only. The legislature appropriated $3.9 million 
from the cultural trust for the immediate purchase of 
Virginia City and Nevada City. This resulted in a loss of 
trust interest revenue that otherwise would be used to 
fund cultural and aesthetic (C&A) projects in the state 
during the 1999 biennium. In order to compensate for the 
lost interest, the legislature allocated 0.87 percent of coal 
severance tax revenue to the C&A projects account, and 
eliminated the 0.63 percent of coal severance tax revenue 
that had been deposited in the cultural trust. The 
remaining 0.24 percent of coal taxes allocated to the C&A 
project account was previously part of the flow into the 
general fund. After the 1999 biennium, similar amounts of 
coal severance tax revenue will be diverted from the C&A 
projects account and will again flow to the general fund. 


1999 Legislative Action 


House Bill 260, HB 69, and SB 220 reduce coal severance 
tax revenue and replace it with coal license tax revenue. 
The aim of the legislation was to hold the revenue flow 
into the arts and parks trusts as under current law. 
However, the arts and parks trusts will lose around 
$25,000 over the biennium. 


However, the January 20, 2000 decision of the Montana 
Supreme Court that found HB 260 violated Article IX, 
Section 5, of the Montana Constitution rendered the above 
changes meaningless. 
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Noxious Weed Management Trust 


During the period fiscal 1986 through 1992, at least one- 
half of the collections from a 1 percent surcharge on the 
retail sale of herbicides was deposited in the noxious 
weed management trust fund. The remaining collections 
were spent for weed control grants. The interest earned 
on the trust is retained in the trust. After the principal of 
the trust reached $2.5 million in fiscal 1992, all herbicide 
surcharge collections and the interest earned on the trust 
became available for weed control grants. 


Senate Bill 321, passed by the 1995 legislature, increased 


the amount of the gasoline tax revenue allocated to the 
snowmobile account from 23/64 of one percent to 15/28 of 
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Trust Funds 


one percent. Beginning in fiscal 1996, one percent of the 
amount deposited in the snowmobile account is deposited 
in the Montana noxious weed control trust administered by 
the Department of Agriculture. 


1999 Legislative Action 

For the 2001 biennium, Senate Bill 164 transfers $1.125 
million per year to the noxious weed trust from the 
highway non-restricted account in Section 15-70-125, 
MCA. As a result, the ending fund balance in the trust will 
increase to $4.8 million by June 30, 2002. 
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